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public money should be invested in utilities or industrial and commer¬ 
cial enterprises, but on the area of the economy that public enter¬ 
prises should cover, the economic and social obligations of public 
undertakings, the forms of organization that are best suited to such 
undertakings, and the degree of control that should be exercised by 
Parliament and Government to ensure accountability without stifling 
initiative or violating the canons of sound business management. The 
demarcation of the area of public enterprises involves decisions on 
the desirability of extending or contracting the area. The formula¬ 
tion of the objectives of public undertakings depends on decisions on 
the social benefits that are expected to accrue from the investment. 
Both these are decisions of policy that the Parliament and Govern¬ 
ment should make. We did not think that our Study Team was 
expected to study and make recommendations on these matters of 
policy. We have, therefore, confined our present study to the other 
two main questions, —the forms of organization and the degree of 
control necessary for public accountability. 

5. The administrative problems of public undertakings, especially 
in our country, arise from two main factors, the need to balance the 
demands of accountability with those of autonomy and the tendency 
to regard the procedures and methods of the administrative ministries 
of Government as the archetype of the administrative procedures 
rhat public undertakings should follow. To these must be added the 
problems that arise from the paucity of trainc.! personnel, the depen¬ 
dence on ‘deputation’, the inadequacy of technical know-how and 
a number of other problems of management that we have refer¬ 
red to in our Report. We have attempted to identify these problems, 
indicate their nature and consequences, examine possible solutions 
and recommend the reforms that we thought were essential. We 
have thus made recommendations bn the foim and structure of public 
enterprises as well as the measures that can ensure better manage¬ 
ment, increased economic efficiency, clearer accountability and 
'appraisal, definitive autonomy and-greater ability to fulfil the social 
and economic obligations that Parliament may prescribe for these 
undertakings from time to time. 

6. We are conscious of the fact that the vastness of the area of our 
study and the shortness of the time at our disposal might have 
resulted in our inability to deal exhaustively with-all aspects of the 
gidinipistrqtiqa, of public undertakings^ But--we can assure the'Gom- 
piissi.on, ..t'h^t, ,\y.e Ijave made, e.very qffort to identify and deal- with 
the major problems as we. saw then 



7. Our Keport represents the results of our joint study and delibera¬ 
tions. It reflects the spirit of earnestness and objective study that 
characterized the working of our team. As Chairman, I owe a deep 
debt of gratitude to all the Members of the Study Team for the 
unstinted cooperation that they extended to me and for the exceed¬ 
ingly valuable and thought-provoking contributions that all of them 
made in the course of the deliberations. 

8. The Team would also like to place on record its high apprecia¬ 
tion of the contribution that Shri Naresh Chandra, the Secretary of 
the Study Team, has made to the success of our efforts. The 
thoroughness with which he marshalled the material that we needed, 
the excellence of the working papers that were prepared under his 
direction, the insight that characterized his contribution to our 
discussions and the devotion and efficiency with which he organized 
the work of the Secretariat of the Study Team are all responsible 
for our being able to complete the work so soon. 

9. We will consider our efforts amply rewarded if the results of 
our study help the Commission to recommend reforms that will 
improve the efficiency of our public sector undertakings and enable 
them to fulfil the expectation that the Parliament and the people have 
of them. 

Yours sincerely, 
RAVINDRA VARMA 


Shri K. Hanumanthaiya, 

Chairman, 

Administrative Reforms Commission, 
Government of India, 

New Delhi. 
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RAVINDRA VARMA, 
CHAIRMAN, 

Study Team on Public 
Sector Undertakings. 


New Delhi, 

Dated the 10th June, 1967 


My dear Shri Hanumanthaiya, 

I have the honour to submit the Report of the Study Team or 
Public Sector Undertakings. 

2. The Study Team was appointed on the 20th of May, 1966, and 
asked to “ascertain facts, locate the principal problem areas, examine 
solutions for the problems and suggest such of them as they would 
recommend for the Commission’s consideration.” 

3. Our Study Team has been keenly conscious of the importance 
of this enquiry. Public enterprises have acquired a position of 
unique importance in our country. They function in vital areas of 
the economy. The Exchequer has invested millions of rupees in 
these undertakings. There are very high expectations from them. 
The success of these undertakings is crucial for the economic 
development of our country. They have to attain and retain high 
standards of economic efficiency, build the infra-structure of modem 
industry, achieve the ability to generate re-investible resources and 
fulfil the social and developmental objectives that warrant investment 
in the public sector. 

4. Public enterprises, in one form or another, now exist in almost 
all countries in the world. They exist in countries that believi in a 
‘planned economy’ as well as in countries that ^selieVe in a 
economy’. They function in countries with differing political 
systems and ideologies. There is hardly any argument today about 
the need for public enterprises. Their role in a developing economy 
is now accepted in all quarters, "nie debate today is not on whether 
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CHAPTER I 

INTRODUCTION 

1.1 We were entrusted with the task of examining the working of 
public sector undertakings, locating the principal problem areas and 
suggesting solutions for the problems. The crucial importance of the 
public sector undertakings to the economic development of the 
country needs no emphasis. We have, therefore, been keenly aware 
of the heavy responsibility that the Administrative Reforms Commis¬ 
sion placed on us. 

1.2 By the end of the Third Five Year Plan there were 74 public 
undertakings which were wholly or partly owned by the Government 
of India. The banks owned by the Government and the departhiental 
imdertakings like the railways, posts and telegraphs, ordnance 
factories etc are not included in this number. Our Report does not 
cover these undertakings nor does it deal with the problems of the 
commissions and commodity and control boards set up by the 
Government. In fact, the area of public enterprise that we were 
asked to cover is very similar to that on which the Bureau of Public 
Enterprises reports to Parliament and consists mainly of the under¬ 
takings which are examined by the Parliamentary Committee on 
Public Undertakings. The total investment, comprising equity and 
long-term loans, in the 74 undertakings was of the order of Rs. 2,400 
crores at the end of 1965-66. Of this the Central Government alone 
had invested about Rs. 2,300 crores; by January 1967, the total 
investment of the Central Government had increased to about 
Rs. 2,600 crores. In addition to these undertakings of the Central 
Govei'nment, the State Governments too set up a number of under¬ 
takings in the public sector. Their number steadily increased with 
every Plan. By the end of the Third Plan period the various State 
Governments owned or held majority shares in about 175 public 
undertakings, with an estimated total investment of the order of 
Rs. 2,000 crores. 

1.3 The Industrial Policy Resolution of 1948 laid down that public 
enterprises, as a rule, should be organized in the form of public 
corporations. But most of these public enterprises of the Central 
Government as well as the State Governments wOfe set ub as 
Goverhrtifeht companies under the Companies Act. Oiily six 
109 HA—2. 
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undertakings of the Central Government and the Electricity Boards 
and Road Transport Corporations etc of the State Governments can 
be cited as exceptions to this general pattern, since these alone were 
set up as statutory corporations. The growth of the Government 
companies in the last 10 years or so has been very rapid, the nu/nber 
increasing from 61 as at the end of the First Plan period to 214 as at 
the end of the Third Plan, During the same period the paid-up 
capital in Government companies rose from Rs. 66 crores to about 
Rs. 1,240 crores which is over three-fourths of the paid-up capital in 
all the non-Govemment companies put together. The capital invest¬ 
ed in the statutory corporations is in addition. These figures bear 
eloquent testimony to the vital importance of the public sbctor 
undertakings in our economy today. 

1.4 The public enterprises in our country cover a range of 
activities, that is at once vast and varied. They engage directly or 
indirectly in advancing loans; regulating trade; organizing promo¬ 
tional and developmental activities; manufacturing heavy machinery 
and machine tools, instruments, electrical equipment, chemicals, drugs 
and fertilisers; prospecting and drilling for oil and refining crude; 
operating air, sea and road transport; building and construction; 
generation and distribution of electricity; mining of coal and mineral 
ores; and smelting and casting of steel and other metals. 

1.5 The large number of public undertakings and the variety of 
activities in which they engage make it impossible for one study 
team to undertake and complete within a reasonable period a 
thorough examination of the working of every individual undertaking. 
We have not therefore attempted to study the working and problems 
of every individual undertaking in the public sector. Nor did we 
consider it necessary to do so for the task that had been entrusted 
to us. The Parliamentary Committee on Public Undertakings since 
May 1964 and the Committee on Estimates before that, have under¬ 
taken such an examination in respect of quite a few public under¬ 
takings and have brought out reports which are extremely instruc¬ 
tive. We ourselves have greatly benefited from our study of these 
reports and the informative analysis that they contain on the work¬ 
ing of individual undertakings and the problems that the Government 
and the undertakings have had to face from the early stages of the 
planning and implementation of the projects. We have also looked 
into the working of some individual undertakings to acquire a closer 
acquaintance with their problems of structure, relationships and 
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operational efficiency. But the object of our examination has not 
been to catalogue the problems of individual undertakings, but to 
locate and identify the common problems that affect the efficiency 
and achievements of all the enterprises in the public sector, and to 
propose practicable solutions "that have a fair measure of validity for 
all undertakings. We have, therefore, divided our work subject-wise 
and not undertaking-wise, taking up each subject and finding out 
the general picture prevailing in the public sector as a whole, the 
problems in each area and the steps that can be taken to meet them. 


1-6 The Industrial Policy Resolution of 1948 laid down the pre^ 
ference of Government for the form of the public corporation. But 
in practice both the Central and the State Governments have shown 
a marked preference for the company form of organization. We, 
therefore, felt that the question of the most suitable form to be given 
to the different public undertakings needed further and fuller exami¬ 
nation. It has sometimes been said that the form of organization of 
a public enterprise did not matter, and what mattered was the spirit 
in which it functioned. While there is a good deal of truth in this 
statement, we felt it would be an over-simplification to dismiss the 
problem in such summary terms. We have to seek and find a balance 
between the autonomy that these undertakings need and the account¬ 
ability that should be enforced. We have, therefore, examined the 
suitability of different forms to the public undertakings in our coun¬ 
try. We considered that this should, in fact, be the starting point of 
our Report. 


1.7 The number of public enterprises in our country is increasing. 
Many of them are set up as separate and individual .undertakings 
functioning in the same industry. Their size and separateness have 
led to a degree of fragmentation of the industrial effort in the public 
sector. Unlike in most other countries which have efficient public 
undertakings, there is no single autonomous authority in each indus¬ 
try charged with the development and functioning of the industry. 
In that sense, it may be said that we have no nationalized industry, 
We only have individual undertakings functioning in an area of in- 
"dustry reserved for the public sector. We have examined this situa¬ 
tion in the third chapter of our Report and explored the possibility 
of a rational integration of the existing public undertakings. The 
multiplicity of these undertakings, the form of their organization and 
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the size of their operations, have an important bearing on the 
relationship betweeh the Parliament and public enterprises and that 
between the Government and the public enterprises. 

1.8 While determining what these relationships should be, the 
main consideration that has to be kept in view is the crucial need 
for striking the most beneficial balance between the requirement oi 
public accountability that these undertakings should meet and the 
autonomy that they need to function on sound business and commer¬ 
cial principles. This is discussed in the next two chapters of this 
Report; one devoted to the relationship between Parliament and the 
public enterprise, and the other to that between the Government and 
the public enterprise. Issues like the submission of annual reports 
and accounts by the public undertakings to the Parliament as well 
as the organization required in the Government for the control and 
coordination of public undertakings have also been discussed in these 
chapters. 

1.9 Once these basic organizational issues have been dealt with, 
the ground is prepared for taking up the more specific issues. We 
have takeh up first the planning and construction, of public sector 
ptojects although they apply mainly to the industrial concerns. The 
sixth and seventh chapters of this Report seek to analyse some of 
the serious lapses in the planning and construction of projects and 
the problems still being faced by the project authorities. In identify¬ 
ing the principal problems and suggesting solutions for them We have 
made full use of the various reports of the Parliamentary Committees 
as well as the studies conducted by the Committee on Plan Projects 
of the Planning Commission. 

1.10 The next and the eighth chapter of the Report deals with the 
important subject of personnel. Scarcity of trained manpower in the 
country is a serious bottleneck in the way of achieving the desired 
rate of industrial development. It is a problem that is acutely felt 
by most undertakings. A systematic plan that would enable public 
undertakings to hieet their personnel requirements is yet to be for¬ 
mulated and implemented. Such a plan will also have to enable 
undertakings to discover and train persons from within the enter¬ 
prises to fill the senior-most management posts in the undertakings. 
We have given priority of consideration to this problem and have 
suggested a manpower scheme that will pave the way for a solution. 
Other important iasues Connected with peraonnel like the irecniitment. 
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training, promotion and other service conditions of the employees 
of public undertakings as well as the subject of labour welfare and 
industrial relations are also discussed in this chapter. 

1.11 If public enterprises are to function along sound commercial 
and business lines, it is essential that their management is equipped 
with the necessary expert organizations and their procedures of work 
conform to those prevailing in the more successful and modern enter¬ 
prises in the private sector. We have given full weight to these 
considerations while discussing issues relating to the planning and 
construction of projects and the requirements of personnel manage¬ 
ment and industrial relations. The most important aspect of this 
question concerns the adequacy of the finance and accounts organi¬ 
zations and the development of an effective management information 
system in the public undertakings. It is of' the utmost importance 
that public undertakings take immediate steps in this direction and 
set up well-staffed units for such functions as those of cost and 
management accounting and intemal audit. The ninth chapter of our 
Heport is devoted to this question. A separate section in this chapter 
deals with problems of materials management. The importance of 
better systems of materials management will be apparent from the 
burden of the avoidably heavy inventories that many public under¬ 
takings are carrying at present. 

1.12 We have also touched' upon some of the more important 
financial matters and methods that affect public undertakings. We 
have not discussed these subjects in detail since the Administrative 
Beforms Commission have constituted another Study Team on Bud¬ 
getary Reforms, System of Expenditure Control etc., and we learn 
they are to examine and report on matters connected with this aspect 
of the administration of public undertakings. The tenth chapter, 
however, discusses the more important issues relating to the financing 
of public enterprises and outlines the need for a more precisely for¬ 
mulated financial framework that'spells out . the financial obligations 
of uublic undertakings with greater clarity. 

1.13 The policy that public enterprises adppt for the pricing of 
their ptoducts is a question of basic importance. Unfortunately, there 
is an area of uncertainty surrounding the whole question of pricing. 
This is largely due to the fact that the financial obligations of 
undertakings have not been laid down with clarity. While avoi#Bg 
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unauthorised incursions into the sphere of policy, we have discussed 
the existing position in a separate section of the tenth chapter with 
a view to suggesting certain reforms which are immediately required. 

1.14 The audit of the accounts of public enterprises poses another 
difficult question. Since the enterprises are financed from public 
funds, their accounts have to be subjected to audit. But the type of 
audit carried out in respect of the administrative departments of the 
Government is not at all conducive to the bold and enterprising 
management that these undertakings require if they are to serve the 
purpose for which they were created. We have discussed this ques¬ 
tion at some length in the eleventh chapter with a view to reducing 
the existing multiplicity of audit and making it liberal, flexible and 
more in tune with the special needs of the public enterprises. 

1.15 The last substantive chapter of this Report, the twelfth, is 
devoted to issues relating to the appraisal of the performance of 
public undertakings. In the public sector there is no single test for 
judging efficiency as the test that profitability provides in the private 
sector. Very often, the public sector is vehemently criticised on the 
ground that it is yielding comparatively poor returns. Much of this 
criticism ignores the fact that profit cannot be the sole motive of 
public enterprises that are set up to engage in economic activity and 
at the same time to fulfil the social and non-commercial obligations 
laid on them. We have discussed this in detail and have set out the 
considerations that agencies undertaking appraisal, internal as well 
as external, should keep in view for a more accurate and purposeful 
appraisal of the performance of the management in the public sector, 

1.16 In a work of this nature it is but natural, and even necessary, 
to concentrate on the shortcomings, the bottlenecks, the defects and 
the failures and problems of administration. It is equally natural 
that a number of specific instances of inadequacies and failures are 
cited to support the conclusions and recommendations that have been 
reached. But it would be totally wrong to infer from these instances 
that we have cited or the observations that we have made that we 
believe that the public undertakings in general have failed to deliver 
the goods. In fact, through the medium of public enterprise Govern¬ 
ment have been able to bridge serious gaps in the economy,, 
strengthen the infra-structure needed for rapid industrial develop¬ 
ment, re_gulate trade to social advantage, and achieve increasing indi¬ 
genous production of the basic materials and machines required by 
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industry, including equipment needed for defence. To mention a few 
principal examples; the production of steel ingots increased, mainly 
through public enterprise, from 1-5 million tonnes in 1950-51 to 6-2 
million in 1965-66; of petroleum products from 3’4 million tonnes in 
1955-56 to about 10 million in 1965-66; crude oil whose production was 
less than half a million tonnes as late as 1960-61 increased to 5 mil¬ 
lion by 1965-66; the production of fertilisers that was only 18,000 
tonnes of nitrogen and phosphate in 1950-51 had increased to about 
350,000 by 1965-66; and the production of machine tools increased 
from Rs. 30 lakhs worth of goods in 1950-51 to Rs. 23 crores in 1965-66. 

1.17 The expansion and the achievements of the public sector are 
further apparent from the fact that its share in the reproduceable 
tangible wealth of the country increased from about 15 per cent in 
1950-51 to 35 per cent by the end of the Third Plan period. This is 
bound to increase very much more with the further investment of 
about Rs. 3,500 crores in the industrial projects and the minerals 
schemes in the public sector envisaged in the Draft Outline of the 
Fourth Five Year Plan. 

1.18 The achievements of the public sector so far have been quite 
creditable, particularly in view of the fact that some difficult projects 
having long gestation periods were set up in new fields in which the 
requisite technical know-how and trained manpower w’ere not 
available in the country. But one cannot overlook the fact that the 
return on capital employed has not come up to expectations in many 
cases. An extremely large amount of capital has been already applied 
in the public sector, and still more is going to be invested in the 
Fourth Plan period. Every improvement in the utilization of this 
capital will result not only in providing better goods and services to 
the consumers, but also additional resources to the State at a tirne 
when resources are crucially needed for further development. 
Throughout our work this consideration has been uppermost in our 
minds, and we have not hesitated to suggest even radical changes 
wherever we felt that the existing systems or procedures were not 
conducive to the efficient utilization of the huge amount of public 
funds invested in public enterprises. 

1.1.9 Recognising that public undertakings have to be accountable 
to Parliament, and that Government have to reserve to themselves 
certain powers for exercising control over them, we feel that, within 
the limits imposed by these two considerations, the maximum possi¬ 
ble autonomy xshould be vested in the public undertakings. In our 
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view, the amount and area of control that Government are exercising 
at present need close scrutiny. The desire for co-ordination some¬ 
times leads TO incursions into autonomy of the undertakings. In all 
our examination we have attempted to identify the factors which are 
responsible for this feature and have suggested radical measures, 
where necessary, with a view to maximising the autonomy that can 
be conferred on the public undertakings. 

1.20 We are only too conscious of the limitations of our work as 
well as our lack of expertise in some of the areas that we have 
attempted to cover. For reasons that we have already mentioned, we 
believe that there is a great need for a permanent organization to 
examine the various problems encountered in the public sector and 
to suggest reforms. Considerations of practicability have led us to 
suggest that this function should be performed by the Bureau of 
Public Enterprises. 

1.21 It must also be mentioned that both the Government and the 
public undertakings have been aware of the problems and short¬ 
comings in the public sector for some time, and in many cases specific 
recommendations have also been made by the Parliamentary and 
other Committees that have studied the working of public undertak¬ 
ings. However, sufficient steps have not been taken to implement 
even such recommendations as were accepted by the Government. 
It is of the utmost importance that measures of reform suggested by 
the various committees and study groups and accepted by the Gov¬ 
ernment and the public undertakings' are expeditiously and effectively 
implemented in the field. For this purpose, public rmdertakings will 
also have to be provided with the expert and consultancy assistance 
that they may require. We have suggested this as one of the most 
important functions that the Bureau of Public Enterprises may 
perform- 

1.22 Details and specific instances have been given in this Report 
wherever strictly required. In the course of our study we have 
gathered substantial data and material relevant to the problems that 
we set out to inquire into. We have made use of this material to 
understand the problems and to come to conclusions. But we cannot 
say that all the materials that we have collected are reflected in the 
contents of the Report. This material as well as the papers and 
background information put up for our consideration will be available 
for use to the agencies .that may be entrusted with the task of 
processing and taking follow-up action on our recommendations. 
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I.2S Much as we wished, it has not been possible for us to ascer¬ 
tain facts in respect of all the undertakings of the various State 
•Governments and to examine their working. From this angle, our 
report is mainly based on the working of the undertakings of the 
Central Government. However, from what we have seen of the 
undertakings of the State Governments that we looked into and the 
discussions we had with their chief executives and senior officers, 
we feel that our conclusions and findings are largely applicable to 
them too. The undertakings of the State Governments can indeed 
benefit from a scrutiny of the kind that the undertakings of the Cen¬ 
tral Government have been subjected to. Such an examination was 
done by the Parliamentary Committee on Public Undertakings in the 
case of the State-owned undertakings in Kerala. The Government 
of Maharashtra have set up a Committee to review the working of 
their undertakings. We hope that our Report and the recommenda¬ 
tions that we make will be found useful by the various State Govern¬ 
ments and the Committees that they may set up to review the working 
of their undertakings. 



CHAPTER II 

FORMS OF ORGANIZATION 

2.1 Public enterprises have been organized in three forms. These 
are: 

(i) departmental undertakings; 

(ii) Government companies (registered as Joint-stock Com¬ 
panies); and 

(hi) statutory corporations (or public corporations). 

The principal characteristics of each of these forms are as follows: 

Departmental Undertaking 

(a) It is financed by annual appropriations from the Treasury 
and all, or a major share of, its revenues are paid into the 
Treasury; 

(b) it is subject to the budget, accounting and audit controls 
applicable to Government activities; 

(c) its permanent staff consists of civil servants, and their con¬ 
ditions of recruitment and service are the same as for 
other civil servants; and 

(d) it can be sued only by following the procedure prescribed 
for filing suits against the Government. 

Government Company 

(a) It has most of the features of a private limited company; 

(b) the whole of the capital stock, or 51 per cent or over o£ it, 
is owned by the Government; 

(c) all the directors, or a majority of them, are appointed b’^ 
the Government depending upon the extent to which pri 
vate capital is participating in the enterprise; 

(d) it is a body corporate, created under a general law, vii 
the Companies Act; 

(e) it can sue and be sued, enter into contract, and acquire 
property in its own name; 
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(f) unlike the public corporation, it is created by an executive 
decision of the Government without Parliament’s specific 
approval having been obtained and its Articles of Associa¬ 
tion, though conforming to an Act, are drawn up and are 
revisable by Government; 

(g) its funds are obtained from Government and, in some cases, 
from private shareholders, and through revenues derived 
from the sale of its goods and services; 

(h) it is generally exempt from the personnel, budget, account¬ 
ing and audit laws and procedures applicable to Govern¬ 
ment departments; and 

(i) its employees, excluding the deputationists, are not civil 
servants. 

Public Corporation 

(a) It is owned by the State; 

(b) it is created by a special law defining its objects, powers 
and privileges, and prescribing the form of management 
and its relationship with Government departments; 

(c) it is a body corporate and can sue and be sued, enter into 
contracts and acquire property in its own name; 

(d) except foi appropriations to provide capital or to cover 
losses, it is usually independently financed; it obtains funds 
by borrowing either from the Government or, in some cases, 
from the public and through revenues derived from the 
sale of goods and services, and has the authority to use and 
re-use its revenue; 

(e) it is ordinarily not subject to the budget, accounting»and 
audit laws and procedures applicable to Government 
departments; and 

(f) excluding the officers taken from Government departments 
on deputation, the employees of public corporations are not 
civil servants, and are not governed by Government regu¬ 
lations in respect of conditions of service. 

2.2 It is not possible to single out any one of these three forms 
of organization as the only one suitable for the administration of all 
types of public enterprises and under all circumstances. In selecting 
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a suitable form for a particular enterprise several factors have to be 
considered such as the productive function of the enterprise, its ope¬ 
rational and financial requirements, the nature and' scale of its opera¬ 
tions and its effect on the life of the community and the country’s 
economy. It is also necessary to consider, within the context of the 
legal and administrative framework of the country, the bearing that 
each of the possible forms will have on the autonomy of the public 
undertakings and their relationship with Parliament and the Govern¬ 
ment. It is mainly from this point of view that we have gone into 
thi.s question in detail. 

2.3 Of the three forms, that we have mentioned, it is now generally 
accepted that the form of the departmental undertaking is unsuitable 
for the type of commercial and industrial enterprises with which we 
are concerned in this Report. The railways and the post office are 
notable examples of this form of organization, but their example is 
not very applicable; their operations, directly or indirectly, affect 
the entire community and as such the Parliament and Government 
have necessarily to exercise direct and near-continuous control on 
their working. The departmental form is also adopted on certain 
other consideration.s such as those of national security. Subject to 
these considerations, it is universally recognized that if public enter¬ 
prises are to be run successfully, they must, within a more liberal 
-concept of accountability, have the flexibility and autonomy necessary 
to function on sound business principles; and, therefore, should not 
be subject to the procedures obtaining in the administrative depart¬ 
ments of Government including the procedures that govern budget¬ 
ing, accounting and audit in these departments. 

2.4 The choice between public corporation and Government 
company is a difficult one. Both the corporation and the company 
provide for autonomy and flexibility. It is not, therefore, possible 
to prescribe one amd rule out the other. A list of public undertak¬ 
ings of the Central and the State Governments as at the end of the 
Third Plan period is appended as Annexure I. It will be apparent 
from this list that the choice so far has been predominantly in 
favour of the company form. Of the 70 Central Government under¬ 
takings, 64 have been organized as Government companies and 6 
have been created by statute. The State Governments have also 
tended tq favour the company form; there were about 145 Govern¬ 
ment companies in which one or more State Governments held 
either the whqle pf t^e share capital or a majority of it. On an 
;average, almost every State has three to four statutory corporations 
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which are mainly thfe financial corporations, transport undertakings- 
and electricity boards created under Central enabling Acts. 

2.5 It is significant to note that Government had origirially in¬ 

tended to adopt the form of public corpofatibri when going in for 
State enterprise. The first Industrial Policy Resolution of 6th April, 
1948, had envisaged that the ‘management of State enterprise will, 
as a rule, be through the medium of public corporations under the 
statutory control of the Central Government’. Although this cate¬ 
gorical statement of the Government’s deliberate policy in this 
behalf was not modified in the second resolution on Industrial Policy 
issued on the 30th April, 1956, or in any subsequent declarations. 
Government did not make general use of the medium of public 
corporations. On the other hand, in actual practice, as we have 
pointed out earlier, it showed a distinct and almost overwhelming 
preference for the company form. " 

2.6 The company form of organization for public enterprises came 
in for much criticism in the beginning. Government being in most 
cases the only shareholder, it was said that the provisions of company 
law did not have much relevance to the Government company. 
Another objection was that the organization of public enterprises as 
companies reduced their accountability and diluted audit control 
But this criticism has been largely met by writing special provisions 
into the Companies Act in 1956 with regard to the submission of 
Annual Reports and Accounts and audit by the Comptroller & 
Auditor-General. The principal defects generally attributed tq the 
Government company form are that: 

(i) it evades the constitutional responsibilities which a State- 
owned enterprise should have to Government and 
Parliament; 

fii' the law regulating limited companies becomes a mere 
fiction because all or most of the functions normally 
vested in the share-holders and in the management are 
reserved to Government; 

(iii) a meeting of shareholders in the case of a Government 
company is meaningless as the declaration of profits and 
the aplJoihtments to the Board are naturally reserved to 
the GdVet-ntneht; and 

(iv) the extent of autonomy that it provides for can be 
materially affected or altered by executive agencies of 
the ©oviemifieht. 
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2.7 Mainly relying on the above considerations most of which had 
emerged from a UN Seminar held at Rangoon in 1954 (and later 
endorsed by another UN Seminar held at New Delhi in December, 
1959), the Estimates Committee* recommended that all wholly 
State-owned public undertakings should generally be in the form 
of statutory corporations, and the company form should be an 
exception to be resorted to only— 

(i) when the Government may have to take over an existing 
enterprise in an emergency; 

(ii) where the State wishes to launch an enterprise in associ¬ 
ation with private capital; or 

(iii) where Government wish to start an enterprise with a 
view eventually to transferring it to private manage¬ 
ment. 

2.8 Government, however, did not accept this recommendation 
ivide reply given in Sept. 1962) on the ground that the “company 
form was advantageous in that it allowed the flexibility and auto¬ 
nomy necessary for the successful operation of commercial enter¬ 
prises and also provided for parliamentary control over the companies 
under the special provisions of the Companies Act.” The decision 
taken by Government in 1961 on the recommendations contained in 
the report of the Krishna Menon Committee regarding form of 
organization reads as follows: 

“Government consider that the form of management of the 
undertakings should be determined by the requirements 
of each case. Accordingly, from the point of view oi flexi¬ 
bility of operations, the company form of management 
would be preferable. In some instances, it would be 
necessary to form statutory corporations while in few 
others, for various reasons, it would be desirable to run 
the undertakings as departmental organizations-” 

Government have thus kept the whole question open while going 
in almost invariably for the company form. We feel that Govern¬ 
ment have not yet laid down a rational basis or a well-defined set of 
-criteria for determining which form would be suitable in different 
areas of enterprise. 

♦Eightieth Report of the Estimates Committee (and Lok Sabha)—Aprils i960. 
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2.9 A comparative study of the pattern of the public sector in 
India with that prevailing in some of the foreign countri^ reveals 
two important distinctions. First, instead of setting up the public 
undertakings as statutory corporations or under the control of 
such corporations, the company form has been adopted in India. In 
the United Kingdom, USA and Canada, the form of public corpora¬ 
tions has been adopted. In Italy, the company form has been re¬ 
tained for concerns brought within the public sector but it is con¬ 
fined to the sub-holding companies and the operating units. The two 
top management institutions that control all the operating units and 
sub-holding companies are the ENI and IRI,* and they are statutory 
corporations. Thus, it is only in India that Government seem to 
have adopted the method of running companies by directly holding 
shares in them. In Italy, the State holdings are administered by 
public corporations which, in turn, hold shares in a number of com¬ 
panies. The operating units are thus not subject to any form of 
administrative regulation other than that applicable to private com¬ 
mercial companies. In India, the Government companies have been 
subjected to both. While it is sometimes claimed that the advantages 
of the two systems. State management and private enterprise, have 
been combined in Government companies in India, many witnesses 
who appeared before us held the view that Government companies 
had merely succeeded in accumulating the disadvantages of both. 

2.10 The second distinctive feature is that no single internal public 
authority has been created in India for a particular sector of industry 
and entrusted with the task of the general development of that sector 
including the running of undertakings in the sector and the setting 
up of new projects- There are thus no nationalized industries as such 
in India. What we have is a number of individual public undertak¬ 
ings operating in sectors reserved or designated for public enterprise 
(the exceptions are the departmentally-run railways, the atomic 
energy establishment and the factories producing arms and ammu¬ 
nitions, and the air corporations)—each depending directly on the 
Government for policy, finance and, in some cases, even 
management. 

2.11 We feel that this situation has led to a fragmentation of the 
industrial effort in the public sector. We believe that the integration 
of this effort is essential if the public sector is to come into its own 

*Ente Nazionale Idrocarburi (the great Petroleum complex) and Istituto per la 
Ricostruzione Industriale (Institute for Reconstruction of Industry). 
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and make the contribution to economic development that the Indus¬ 
trial Policy Resolution envisages from it. To promote this integra¬ 
tion it is necessary to amalgamate public undertakings in such a 
manner that onfe integral corporation fimctions in each major area 
of public eiiterprise, operating the units that exist at present, and 
setting up new projects in the field of industry entrusted to the cor¬ 
poration. We have discussed this question in greater detail in the 
next chapter of our Report. 

2.12 So far the strongest argument offered in support of the Gov¬ 
ernment company form is its fiexibility. Flexibility can be used to 
refer to the operational and functional flexibility that an enterprise 
should enjoy and also to refer to the flexibility or ease with which 
its Articles of Association, which determine its structure, can be 
drawn up and modified by the Ministry. To avoid ambiguity, we 
ma y look at the argument from both these senses. It cannot be 
argued that the company form alone can provide operational flexi¬ 
bility to the undertaking and that the statute of a corporation cannot 
be so drafted as to ensure full operational flexibility to the under¬ 
taking. If it is argued that the company form alone can provide the 
Ministry with the flexibility or ease to determine or revise the 
Articles of Association, and, therefore, the structure of a company, 
two questions arise; why should the need for determining and re¬ 
vising the Articles of Association arise frequently, and why should 
it be assumed that the Executive is better fitted to do this than the 
Parliament. One of the reasons that may have weighed in favour of 
retaining this type of flexibility with the Executive might have been 
the increasing number of undertakings and the practical difficulty of 
having to go before Parliament for getting separate legislation 
enacted for setting up each undertaking or revising its structure. 
This niight have meant a considerable demand on Parliamentary 
time, and might also have meant some delay in setting up or revising 
the structure of undertakings. But it can also be argued that the very 
ease with which new companies can be formed by the Executive has 
led to an avoidable proliferation of undertakings, without any in¬ 
centive to entrust new projects to going concerns. The answer to 
this lies in the rational amalgamation of industrial enterprises that 
we are suggesting. Once such integral corporations responsible for 
the functioning of public undertakings in each major area of public 
enterprise are set up, the number of undertakings for which Parlia¬ 
ment has to legislate will be considerably reduced, and the statutes 
of such corporations can be so formulated as to ensure full opera- 



17 


tional flexibility. There will then be hardly any occasion to give 
independent legal shape to the governing organs of so many new pro¬ 
jects each of which is to be invested with a sepan^te legal entity. 

2.13 It is sometimes argued that the form of public corporation, 
provides less operational flexibility than that available in a Govern¬ 
ment company. It is true that a corpKjration is set up by an Act dE 
Parliament, and the statute or the nature of the corporation can, 
therefore, be altered only by Parliament. This does not mean in¬ 
flexibility. As we have stated above, flexibility cannot be defined 
the ease with which the Ministry can revise the structure of an 
undertaking or increase or decrease the powers reserved to Govern¬ 
ment under the Articles of Association. The flexibility of functioning 
that a public corporation has, might be inhibited by the kind of 
statutes that Parliament gives th it, but the fact that the statutes 
are approved by Parliament and not determined by the Executive 
does not restrict the flexibility of a corporation. Flexibility depends 
actually on the way the Act is drawn up. It is true that if matters 
-of detail are incorporated in the Act itself, a lot of effort is needed 
to make changes which expedience later may indicate to be neces¬ 
sary. We should also remember that at the time most of the existing 
statutes were drawn up, public undertakings in general did not enjoy 
the degree of autonomy which has lately been conferred on them. 
For instance, under the Air Corporations Act the corporations can 
only approve cases of capital expenditure upto and within the limit 
of Rs. 15 lakhs; the Act also prescribes that the rules governing the 
terms and conditions of service of the employees will be drawn up 
with the approval of the Government. These provisions are far more 
restrictive than those contained in the Articles of Association of 
most of the Government companies some of which operate on a much 
smaller scale than the Air India or the Indian Airlines Corporation. 
If the need for the flexibility and autonomy required by public 
undertakings is kept firmly in view, there is no reason why Acts 
cannot be drawn up in such a manner as to reduce or even eliminate 
the rigidity characterising some of the existing statutes. The rigi¬ 
dity of the statutes of the corporations that have been set up or the 
inadequacy of autonomy provided for in statutes is no reason to con¬ 
clude that these are defects inherent in the conception of public 
■corporations and that Acts of Parliament setting up public corpora¬ 
tions cannot provide for flexibility, 

2.14 There is considerable divergence of opinion on the question 
•whether a public undertaking can enjoy greater autonomy as a 

109 HA—3 
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Government company or as a public corporation. It has to be pointeS 
out that the form of the public corporation has not yet been employed' 
in our country for the industrial and manufacturing public enter¬ 
prises; and except for the Food Corporation of India, not for the 
commercial and trading concerns either. It is thus a form that ha& 
hardly been given a trial in our country. As regards the autonomy 
enjoyed by Government companies, opinions are equally conflicting. - 
From the Government pronouncements on the subject it appears^ 
that the company form is conducive to greater autonomy; the reports 
of the Parliamentary Committees indicate the very opposite. Quite 
some time back the Estimates Committee had the following 
comments* to offer: 

“The Committee have noticed that in the relations between 
these undertakings and the Ministry, the former are 
f treated in the same manner as departments and offices of 

Government, controlled and supervised by the Secretariat. 
The State undertakings have thus become adjuncts to 
Ministries and are treated more or less on the same lines 
as any subordinate organisation or office.” 

The Estimates Committee of the Second Lok Sabha (19th Report, 
1958) again reiterated this recommendation while reviewing the . 
action taken on the above recommendation. 

2.15 We have carefully considered this question and feel that 
there is one very important distinction between a public corporation 
and the Government company. In the case of the latter, the auto¬ 
nomy of the undertaking is largely dependent on the controlling 
Ministry which writes and can revise its Articles of Association; 
while in the case of the public corporation, provisions conferring a 
degree of autonomy on the undertaking are contained in an Act 
passed by Parliament- This distinction, in our view,^ is extremely 
important because of the effect it has on the attitude of the Parlia¬ 
mentary Committees and the Members of Parliament towards the 
autonomy of the undertaking. Having passed the Act creating an 
‘autonomous’ corporation. Parliament and its Committees acquire- 
and evince an interest in ensuring that the autonomy conferred by 
them on the undertaking is not eroded by the controlling Ministry. 
In the same way, during interpellations in Parliament, the respon¬ 
sible Minister is able to take the stand that the Minister should not 
♦Sixteenth Report of the Estimates Committee (First Lpk Sabha). 



19 


be called upon to account for the actions of the public corporation, 
that fall within the area of autonomy that Parliament itself has 
mapped out and guaranteed to the corporations. This will be an 
effective disincentive against deliberate or unintentional reference 
to matters that fall within the scope of day-to-day administration. 
These changes in attitudes and practices that will flow from the 
setting up of public corporations will ensure a measure of real 
autonomy for the public enterprise. 

2.16 Another aspect of the question concerns the laying down of 
the objectives and obligations of public undertakings. The way 
these have been formulated in the Articles of Association leaves 
much to be desired. In fact, the Parliamentary Committees have 
often pointed out to these inadequacies. The Estimates Committee 
at one time *suggested the enactment of a law similar to the general 
laws of the USA and Canada to govern statutory corporations and 
Government companies in India. However, this was not pressed 
fvirther. In our view, such a step would not be feasible in India 
because of the difficulty of bringing under one general law such a 
large number of public undertakings engaged in such a variety of 
activity. We believe that the enactment of a general law in the.USA 
and Canada has led to greater control of the undertakings and to a 
certain amount of rigidity in their organization and management. 
Both these developments will be quite harmful to public enterprise 
in India. The formulation of separate statutes for different areas of 
public enterprise will not suffer from these defects. On the con¬ 
trary, it will lead to a clearer and more concrete definition of their 
objectives and obligations. 

2.17 We have already indicated the various advantages that will 
flow from the adoption of the public corporation form for the public 
enterprises in our country. We feel it to be essential that the 
objectives and obligations of these undertakings, which have huge 
public funds invested in them, are explicitly laid down in an Act of 
Parliament after public debate. This will lead to a clearer defini¬ 
tion of objectives and, therefore, a better understanding by man¬ 
agement of their responsibilities. The coordinates of autonomy and 
accountability would have been laid down with the imprimatur of 
Parliament, and this will provide a greater incentive to Members of 
Parliament, Ministries and the managements of the undertakings to 
uphold the sanctity pf the autonomy while insisting on account- 

• /*]Kghtieth Repon of the Estimates Committee (Second Lok Sabha). 
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ability. The fact that provisions conferring powers on the man¬ 
agement boards of these undertakings have been embodied in an Act 
passed by Parliament will have a salutary effect on the attitude of 
Members and Ministers towards the autonomy of these undertakings. 
It will also result in a clear definition of the relationship of these 
undertakings with the Parliament and the Government. The vague¬ 
ness that surrounds these relations at present will thus tend to get 
reduced and control by Government will come to be more openly 
exercised thereby restricting the area of informal control. 

2.18 To sum up; of all the three forms in which public imder- 
takings have been organized, the departmental form is one that is 
generally regarded suitable only for undertakings that provide 
services affecting the totality of the community or the security of 
the country. The flexibility and autonomy that are needed for com¬ 
mercial and industrial enterprises cannot be provided by a depart¬ 
mental form. Such undertakings require a high degree of freedom, 
boldness and enterprise in management, and must be free from the 
circumspection and cumbersome, time-consuming and vexatious 
procedures of departmental administration. Both the company form 
and the public corporation form can provide for this flexibility and 
autonomy. It is not, therefore, possible to prescribe one of these 
forms as applicable for all types of undertakings and under all 
circumstances- The choice will have to depend on the nature of the 
undertaking, its importance, its magnitude and investment and the 
role that it is expected to play in economic development, capital for¬ 
mation and provision of goods and services. What is crucial is the 
vigilance and responsibility with which autonomy is exercised and 
the meticulousness and spirit of cooperation with which autonomy 
is respected. 

2.19 The Articles of Association of the company or the statutes of 
the corporation can provide for autonomy and operational flexibility. 
The company form gives greater freedom to the Executive to deter¬ 
mine the structure and autonomy of the undertaking and to decrease 
or increase the autonomy by revising the Articles of Association. 
The corporation is set up by an Act of Parliament. It is the embodi¬ 
ment of an expressed desire of Parliament to set up a new agency. 
It is, therefore, set up after a full and informed public debate on the 
need, objectives, financial and economic obligations, and structure 
and autonomy of the new agency. Such a debate in Parliament and 
the decision that follows it invest the corporation with the sanctity 
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of national approval for its objectives, obligations and autonomy. 
This is essential for a public undertaking that is created by heavy 
investments from the scarce resources at the command of the ex¬ 
chequer. While the company form may have all the other advantages 
that a corporation may have, the sanctity and individuality that a 
public corporatio* alone can acquire are essential in democracy that 
nurses and depends on the efficiency of the public sector. There 
might have been reasons for leaning heavily on the company form 
at a certain stage of the development of public enterprises in the 
country. Nor can the company form be discarded altogether as 
useless and unprofitable under all circumstances. 

2.20 However, the weight of the considerations that we have 
detailed in the above paragraphs has led us to the conclusion that the 
form of public corporation is the one that is best fitted for the com¬ 
mercial and industrial undertakings in the public sector. We are 
convinced that the public corporation form has distinct advantages 
over that of the Government company. We, therefore, recommend 
that the Government should implement the declared intention of the 
Industrial Policy Resolution* in this behalf and adopt the form of 
public corporation as the general rule for the industrial and com¬ 
mercial undertakings in the public sector in India. 

2.21 For a more specific examination of the question, it is necessary 
to classify the public enterprises under a few broad heads on the 
basis of their nature and objectives. We have done this in the case 
of the public undertakings of the Central Government. A classifica¬ 
tion of the 70 Central Government undertakings (listed in Annexure 
I) under these broad heads reveals the following picture; 


e of Undertakings 

Govt 

Companies 

Statutory 

Corporations 

Total 

Industrial & Manufacturing .... 

40 


40 

Public Utilities & Services .... 

3 

2 

5 

Promotional & Developmental 

5 

2 

7 

Commercial & Trading (incl. Construction 
agencies & hotels) ..... 

14 

I 

15 

Financial Institutions (incl. LIC) . 

2 

I 

3 

Total . ' . 

64 

6 

7 


♦Industrial Policy Resolution of April, 1948. 
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2 22 Our recommendations with respect to each of the above 
classes are as follows; 

(i) Industrial and Manufacturing Undertakings 

All public enterprises in this area should be entrusted to 
public corporations each governing a number of operat¬ 
ing units in the same area of industry. We recognise that 
it would be advantageous to retain the company form for 
units in which there is an element of private participa¬ 
tion, but in such cases the State-owned shares held in the 
company should be owned not by Government directly 
but in the name of the public corporation. For example, 
the State-owned shares in Cochin Refineries and Madras 
Refineries could be held by the public corporation set up 
in the oil sector; and the State-owned shares in the Fer¬ 
tilizers & Chemicals Travancore Limited by the public 
corporation set up in the Fertilizers & Chemicals sector. 
Further organizational details are discussed in the next 
chapter. 

(ii) Public Utilities and Services 

As far as the Central Government is concerned, this cate¬ 
gory relates to only 5 transport (road, air and sea) under¬ 
takings. Of these undertakings, the two undertakings 
concerning air transport are public corporations. The 
undertakings of the State Governments falling in this 
category are the electricity boards and transport imder- 
takings which have been set up as statutory bodies. It is 
generally recognised that public utilities and services 
require greater statutory authority for their operations. 
Their operations also serve the community in general or 
a primary need of industry. We feel that the public cor¬ 
poration is a more suitable form for undertakings falling 
in this category. We would also recommend that the 
statutes of existing corporations in the sector be revised 
with a view to ensuring that they are in accord with the 
needs of autonomy and flexibility. 

(iii) Promotional and Developmental Undertakings 

Of the 7 undertakings falling in this category, the Oil 
and Natural Gas Commission and the Central Warehousing 
Corporation are public corporations, and the remaining 5 



are Government companies. The very nature of these 
undertakings being promotional and developmental sig¬ 
nifies that the accent is more on the non-commercial 
objectives although the operations are sought to be carried 
out on commercial lines and not on departmental lines. 
We feel that the company form is not suitable for such 
undertakings. In certain cases, the activities in which 
these undertakings are engaged can be carried on equally 
well by the Government departments concerned by 
simplifying certain procedures. Undertakings like the 
National Research Development Corporation, the Rehabi¬ 
litation Industries Corporation, and the Rehabilitation 
Housing Corporation, seem to have been created to obtain 
freedom from the budgetary and accounts procedures 
applicable to Government departments. These advantages 
could have been achieved by creating a revolving fund 
under the control of the Ministry concerned without going 
in for the company form. We reconunend that Govern¬ 
ment may re-examine the desirability of continuing these 
undertakings as Government companies. A similar exa¬ 
mination may be made in respect of the National Indus¬ 
trial Development Corporation and the National Small 
Industries Corporation. 

^iv) Commercial and Trading Concerns 

Except for the Food Corporation of India which has been 
established by statute, the remaining 14 undertakings in 
this category have the company form. A common objec¬ 
tive of these undertakings is to act as instruments for 
the social regulation of trade and business in the field of 
their operations. Because of this reason, hotels and cons¬ 
truction undertakings, such as the National Buildings 
Construction Corporation.and the National Projects Cons¬ 
truction Corporation, have also been included in this 
category. Since these undertakings operate in competi¬ 
tion with their counterparts in the private sector, there 
is perhaps some justification in retaining the company 
form of organization for these undertakings. 

(v) Financial Institutions 

Besides the Life Insurance Corporation which occupies 
a unique position in the country's economy and which 
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is rightly a statutory corporation, there are two under¬ 
takings both having the company form- Both these 
undertakings, viz., the Export Credit & Guarantee Corpo¬ 
ration and the Film Finance Corporation function as lend¬ 
ing agencies. These may continue as companies. 

2.23 We have also given thought to the suitability of the various 
provisions of the Companies Act as applicable to the Govern¬ 
ment companies. In our view there are various provisions of the 
Companies Act which are not at all meaningful in their appli¬ 
cability to the wholly-owned Government companies. The elabo¬ 
rate procedures prescribing the holding of general body meetings 
and the annual general body meetings for passing accounts and 
declaring dividends and the provisions requiring various notices 
to be given to the Registrar of Companies and filing of returns etc 
result in an avoidable waste of effort on the part of the manage¬ 
ment. There are also a number of clauses in the Articles of Associ¬ 
ation laying down the detailed procedure for transferring and 
making calls on shares, forfeiture of shares and imposition of penal¬ 
ties which are quite meaningless. Although section 620 of the 
Companies Act empowers Government to exempt Government 
companies from the operation of any section of the Act, hardly 
any use has been made so far of this power. The only notifications 
issued in this respect have been for vesting jurisdiction in certain 
cases in the Central Government instead of the courts and in 
exempting Government companies from certain provisions relating 
to their name and address. We suggest that a general review of the 
Companies Act and the applicability of its various sections to Gov¬ 
ernment companies should be undertaken to identify provisions that 
have no relevance or signifjcaijce in the case of Government com¬ 
panies and are merely'"resul^g in the observance of irksome forma¬ 
lities. Government companies should then be exempted from the 
operation of such provisions under section 620 of the Companies 
Act. 

2.24 While the views expressed and the conclusions reached in 
this chapter and in the third chapter of this Report represent the 
views of the majority of the members of the Study Team, some 
members had the following reservations. They too agree with the 
majority view that there should be a distinct preference for large¬ 
sized corporations, but they base this preference on the advantages 
which such corporations would yield in such matters as economiea 
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of scale, provision of common services, ability to undertake re¬ 
search and development and the greater capacity of these corpora¬ 
tions to attract persons of suitable stature, particularly at the higher 
management level. These members do not, however, share the viewr 
that such corporations should necessarily be statutory corporations, 
as distinct from Government companies under the Companies Act. 
They feel that the autonomy of a corporation or a company,does not 
depend on whether it is organized as a statutory one or established 
under the Companies Act. On the other hand, statutory corpora¬ 
tions would tend to be rigid in the sense that any change in their 
constitution would need to be processed as amendments to the rele¬ 
vant Act, They are of the view that a Government company, on the 
contrary, which is guided by Articles of Association would be more 
flexible as it would be possible to introduce such changes as may be- 
necessary from time to time by suitable amendments of the Articles 
of Association with the approval of the Board of Directors and the 
shareholders. They also feel that insofar as accountability to Govern¬ 
ment and to Parliament is concerned, it would make little difference 
whether a unit is constituted as a statutory corporation or a Govern¬ 
ment company. In the opinion of these members, therefore, the 
form of organization should depend on the circumstances of each 
case and there need be no marked preference for the statutory 
■corporations. 



CHAPTER III 

ORGANIZATIONAL STRUCTURE AND MANAGEMENT BOARDS 

The Background 

3.1 The Industrial Policy Resolution of the Government of India 
made in April, 1956, charts out the areas of public enterprises in the 
country. This resolution lists several industries in Schedule A and 
states that the future development of these industries would be the 
exclusive responsibility of the State. Some other industries are put 
in Schedule B, and the Resolution lays it down that the State would 
generally take the initiative for establishing new undertakings in 
these industries, but private enterprise was also expected to supple¬ 
ment Government’s efforts. In accordance with the policy enunci¬ 
ated in this Resolution, the Government proceeded to set up a 
number of undertakings in the public sector. But the directive of 
the first Industrial Policy Resolution that ‘management of State 
enterprise will, as a rule, be through the medium of public corpora¬ 
tions under the statutory control of the Central Government' was 
not followed. Most of the undertakings were set up as individual 
companies. The medium of public corporations was not adopted, 
nor was a single integral authority constituted to set up and run 
projects in each major industry in the public sector. 

3.2 As a result, the structure of the public sector, as it has 
developed in India, reveals two unique characteristics from the point 
of view of organization. First, new projects have been set up 
-directly by the Government and given the company form even 
though they were set up anew and the entire funds belonged to 
the Government; and secc^dly, more than one public undertaking 
with an independent legal status have been set up in the same field. 
Most of these are individual undertakings functioning directly under 
the Ministry, depending on^the Ministry not only for all matters of 
policy, but also for the solution of all other problems that arise 
when more than one undertaking operate individually in the same 
field. 

3.3 To an extent, the multi-unit projects like Hindustan Steel, 
Fertilizer Corporation of India, etc, are exceptions to the second 
characteristic in the sense that these undertakings have boards 
that are charged with the responsibility for managing many imits, 
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and so function at an intermediate level between management at the 
unit level and the controlling Ministry. They are multi-unit under¬ 
takings. But this fact has not made the Government entrust any 
special responsibility for the development of the industry to them 
or give them any special status or greater autonomy. There are 14 
such undertakings of the Central Government but none of them 
except the air corporations has been exclusively charged with any 
general responsibility for the development of its particular sector 
and new projects have often been set up by the Ministries outside 
their jurisdiction. There are no special powers that the Ministry 
has transferred to the boards of these undertakings, thus making 
it possible for the units to benefit from the elimination of the need to 
go up to the controlling Ministry on a range of matters that are not 
matters of high policy and yet not matters of the day-to-day adminis¬ 
tration that the unit itself has to handle. 

3.4 An analysis of the Articles of Association of the multi-unit 
Government companies shows that their boards have been vested 
with the same kind of powers as those of many of the single-unit 
undertakings- This puts the boards of multi-unit imdertakings in a' 
somewhat anomalous position. They do not have the additional 
administrative and financial powers that can make them useful to 
the managements at the imit level. Under such circumstances, their 
boards and head offices often attract the criticism that they have been 
unnecessarily interposed between the Ministry and the operating 
units. While General Managers of units consider them a source 
of delay, a decelerating medium that slows down the process of 
approaching the Ministry and securing its approval, the Ministries 
themselves have been known to deal directly with the General 
Managers, thus reminding both the management at the unit level 
and the board at the multi-unit level of the limitations and utility of 
such boards. The boards of these multi-unit projects are thus quite 
different from the apex governing bodies that one finds in the public 
sector in foreign countries, like the ENI and IRI of Italy, and the 
coal boards in the United Kingdom and France. But before discus¬ 
sing the changes that the existing organizational structure requires, 
we should review the current composition of the Indian manage^ 
ment boards and the powers enjoyed by them. 

.The Present Management Boards 

3.5 The management of public Undertakings at the top has bean 
invariably entrusted to a governing board. In the case of Govern- 
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ment companies it is a board of directors similar to that of private 
concerns. An analysis of the composition of the governing boards of 
public undertakings in India shows that the policy-making type of 
board has been largely preferred to the functional type. There are 
a few cases of a mixed type of board as well, having both part-time 
and full-time directors. Generally, these boards have a full-time 
chairman who is also the managing director, as in the case of Heavy 
Electricals Ltd, Bhopal, and the Neyveli Lignite Corporation, and,, 
in a few cases, a part-time chairman with a full-time managing direc¬ 
tor as in the case of the Bharat Electronics, Hindustan Aeronautics 
Ltd etc. With few exceptions, all directors except the chief execu¬ 
tive on the board serve part-time and are representatives of the 
Central Ministries, or, in a few cases, the State Governments. There 
are a few non-officials who also serve as part-time members of the 
board. Though this is the general pattern of the boards of most 
public undertakings, there are a few exceptions. These are the 
Indian Oil Corporation, which has 5 full-time official directors; the 
State Trading Corporation and the Minerals & Metals Trading Corpo¬ 
ration, each having two full-time official directors in addition to the 
full-time chairman, and the Oil & Natural Gas Commission which is 
a statutory corporation. The controlling Ministry and the Ministry 
of Finance are almost invariably represented on the board. 

3.6 ITie Department of Company Affairs recently conducted a 
study of the 53 companies'wholly owned by the Central Govern¬ 
ment. It was found that the number of directorships in these com¬ 
panies ranged between 5 and 15, and that in all there were 483 
directorships (as on 31-3-1966) which were held by 367 persons. 
The occupational distribution of the directors \vas found to be as 


follows: 

Government service 236 

Business 55 

Specialists and Technicians 49 

Accountants, Doctors, Lawyers, etc. 27 


367 


The 10 other companies, not wholly owned by Government but in 
which Government hold majority shares, had a total of 98 director¬ 
ships, out of which 69 were held by Government servants, 27 by 
businessmen and 2 by specialists and technicians. This shows that ^ 
sizable majority of the directorships on the boards of Government 
emnpftB'ts are held by Government officials on a part-time basis. 



Although similar consolidated figures are not available in respect 
of the State Governments’ companies, the number of directorships 
held by the Government officials in their case is even larger than 
that in the Central Government imdertakings. These directorships 
are held on a part-time basis, mostly, by the Secretaries of the con¬ 
cerned departments of the State Government. 

3.7 As regards the 6 corporations under the control of the Central 
Government, the position varies widely; in the LIC, only one 
member of the Corporation is a Government official, the remaining 
14 being non-officials;, in the ONGC, all the S members of the Com¬ 
mission are officials, and in the remaining 4 corporations, namely the 
lAC, Air India, Food Corporation of India and the Central Ware¬ 
housing Corporation, the division between officials and hon-officials 
is almost even. In all, there were 62 directorships/memberships of 
the governing boards of these 6 corporations. Of these, 26 were held 
by officials and 36 by non-officials. 

■Suitability of different types of Boards 

3.8 Broadly speaking, there are three types of boards that we come 
across in public undertakings, and each of these may be found suit- 
.able under different circumstances. These are; 

(i) the policy-making board—the members of such a board 
are part-time, except the chief executive who may be the 
full-time chairman or managing director (most of the 
public undertakings have this type of boards at present); 

(ii) the functional board—^the members of such a board are 
full-time, and have specific responsibility for different sub¬ 
jects (the most notable example is that of the Bailway 
Board); and 

(iii) the mixed board—^which has both part-time and full¬ 
time directors, the latter having specific responsibility for 
some of the subjects (the boards of tjie Indian X)il Corpo¬ 
ration and the two trading corporations are examples of 
this kind). 

3.9 Preferences on this issue differ widely. Government too have 
adopted different types of boards for different undertakings engaged 
in, more or less, the same kind of activity. One of the arguments 
advanced in favour of a policy-making board is that of economy. It 
is argued that where the operations of an undertaking are not' oh' a 
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sufficiently large scale, the work does not require more than one 
full-time director, and the appointment of more may simply involve 
unnecessary expenditure and cause frictions. On the other hand, 
those who support the policy-making board argue that the presence 
of functional directors on the board often blurs the authority of the 
chief executive and leads to friction. They, therefore, hold that 
there is considerable advantage in having only one executive- 
responsible for the undertaking’s operations as a member of the 
board. 

3.10 On the other hand, it is asserted that a board composed of 
part-time directors hardly serves much purpose since part-time direc¬ 
tors are unable to devote the time and attention required of a 
director. Moreover, most of these part-time directors are busy 
Government officials. Sometimes, they are so pre-occupied with 
other rijsponsibilities that they do not find the time to attend the 
meetings of the board, especially if meetings take place fairly fre¬ 
quently. We have also been told that some of these representatives 
of the Government on the boards do not care to acquaint themselves 
with the agenda even when they attend meetings since they feel 
that it liid not very much matter what the board decided since the 
real or ultimate deciding authority was the Ministry itself, and they 
could exercise their minds and their rights when matters went up 
to the Ministry from the Board. , The general view of most of the 
witnesses who appeared before us was that Government officials 
holding part-time directorships acted more as representatives of their 
respective ministries than as members of a team entrusted with the 
development and management of an undertaking. We were also told 
that there were instances of the representatives of the Government 
concurring with the views of other members of the board while at 
the meeting of the board, and taking a contrary view when the same 
matter went up to the Ministry for consideration and approval. 
Many of the chief executives who appeared before us pointed out 
these problems and stated that in most cases the part-time directors 
were neither fully aware of the problem of the undertakings nor iir 
a position to make any significant contribution to the functioning or 
growth of the undertakings. 

3.11 Further, in the present scheme of things where policy is laid 
down by the Government and important powers of financial cor 
are either reserved to the Government or in reality come to 
exercised by the controlling Ministry, the role of the policy-making 
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board becomes somewhat ambiguous and atrophied. It cannot deal 
with high policy since this is a prerogative of the Government. It 
cannot deal with day-to-day administration which is within the 
domain of the chief executive. Thus it is reduced to a quasi-adminis- 
trative level and compelled to look for and function in an area which 
is neither reserved to the Government nor delegated to the chief 
executive. It is in this context that some of the policy-making boards, 
as constituted today, attract the criticism of being ineffective and: 
even redundant. 

3.12 There is yet another way of looking at the policy-making; 
board, namely as a kind of ‘peace council’ on which various interests 
like workers, consumers and the Government department concern^dl 
are represented. Such ‘representative’ boards are common in France 
where a certain number of directors come from different interest 
groups. In boards of this kind, the representatives argue and hammer 
oqt their differences in an attempt to hand out an ‘agreed’ directive 
to the management. In India, the policy-making boards can be said 
to bear some kind of resemblance to this type inasmuch as they bring 
together representatives of different interests connected with the- 
undertaking. Here, it is not the non-Govemmental interests that are- 
represented on the board but the various Ministries that are directly 
or indirectly connected with the affairs of the undertakings. Thus,. 
these boards are mostly composed of people who represent a Ministry 
or a Department and who have not necessarily been selected for 
their superior knowledge of management or the problems of the 
industry concerned. Such a board can at best function as a coordi¬ 
nating body and not as a board that is competent to give advice or 
policy guidelines to management. 

3.13 We are of the view that in the case of the smaller public 
undertakings, there is perhaps an advantage in having a policy¬ 
making board. It is, however, injudicious to load these boards with 
busy Government officials in an attempt to give representation to 
every governmental agency concerned with the operation of the uiider- 
taking. It is neither necessary nor conducive to the effective func¬ 
tioning of the undertaking. It has now become the accepted practice- 
to have one representative of the administrative Ministry and another 
of the Finahce Ministry On every board. We have no boubt that 
this is both necessary and useful. But with the exception of these 
two representatives of the Government the attempt should be to- 
select members whose experience and qualifications will benefit the 
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'Undertaking and who have adequate time and interest to do justice 
to their job of part-time directorship and to the undertaking. 

3.14 There is little doubt that a fully functional board is neither 
possible nor desirable for every public undertaking covered in this 
Report. We are convinced, however, that except for the very small 
enterprises a few functional directors must be included in every 
board. We do not think this will necessarily cause friction or blur 
the authority of the chief executive. The executive heads of key 
departments should be looked upon not as mere subordinates of the 
chief executive but as the members of a team that he heads. We 
want the superior authority of the chief executive to be recognized 
and respected, but we also want the chief executive as well as the 
heads of the different departments to realise that the success of an 
industrial or commercial undertaking will depend on the ability of the 
top management to function as a team. We are aware that there 
have been a few instances in which the presence of full-time func¬ 
tional directors led to a good deal of friction. But we believe that 
this kind of situation can be avoided by according a predominant 
position to the chairman and by the controlling Ministry recognizing 
and scrupulously respecting this superiority by abstaining from deal¬ 
ing directly with the functional directors except with the knowledge 
ind concurrence of the chairman. We feel that in such a mixed type 
of board the chief executive should be made the chairman of the 
board; but, if for some reason, it is found specially advantageous to 
have a part-time chairman, the chief executive should be designated 
the vice-chairman. 


,3.15 Of all the areas of public enterprise, the most important and 
crucial from the point of view of general economic development is 
that of the industrial and manufacturing concerns. These concerns 
also account for most of the investment made in the public sector. 
Of the total investment of about Rs. 2,400 crores in the 70 undertak¬ 
ings of the Government of India as at the end of 1965-68, about 
Us. 2,200 crores was in the industrial and manufacturing concerns. 
The predominance of this group in the public sector as a whole is 
■expected to increase further during the period of the Fourth Plan 
We have, therefore, directed the major part of our scrutiny to this 
dieid. We also feel that it is primarily in this area that a radical 
ne-orgahization is called for. 



33 


16 It is possible to divide the whole area of industrial public 
■rise covered by the Central Government undertakings* in about 
■ies. They are— 
ron and Steel 

ngineering including Electricals and Machine Tools 
^lii) Cfoal and Lignite 

(iv) Pfetroleum and Petro-chemicals 

./* 

(v) ^Hining of iron and other ores and mining and Processing 
; of Non-Ferrous Metals 

(vi) Fertilisers, Chemicals and Drugs. 

By the end of the Third Plan period, the Central Government had 
set up 34 undertakings in the above areas. Most of these undertak¬ 
ings were set up directly by the Government, and not by the under¬ 
takings or corporations that were already functioning in the different 
industries in the public sector. They were set up as individual 
undertakings, and in most cases as separate Government companies. 
We have already pointed out that the adoption of the company form 
\yas not in conformity with the intention of the first Industrial 
Policy Resolution which visualised that the public sector industries 
would function through the medium of public corporations. 

3.17 The establishment of a number of individual undertakings 
of varying sizes, very often functioning in the same field of industry, 
has led to a fragmentation of the industrial effort in the public sector.. 
The individual undertakings have not been charged with any specific 
responsibility for the development of the industry. There is thus 
no autonomous body that is charged with the developmental and 
promotional effort that is required to nurse a new industry and make 
it yield the optimum social and economic advantages that are sought 
from it. It can be argued that the responsibility for planning and, 
promoting industrial effort in the public sector vests in the Govern¬ 
ment and that this responsibility cannot be transferred to any other 
Dody. There can be no doubt that the ultimate responsibility for 
planning and achieving industrial development in the public sector 
is solely that of the Government, that all decisions of policy and all 
aecisions that determine the size and direction of investment in the 
public sector, have to be taken by Government. But the develop- 
ment of an industry does not depend only on these decisions. It 

♦This excludes departmental undertakings, one undertaking of the Depit, of Atomic 
•Energy mid six of the Ministry of Defence. 

109 HA—4. 
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depends also on the initiative, boldness, expedition and efficie'^' 
with which these decisions on high policy and investment are 
lated into day-to-day managerial decisions necessary for the 
of individual projects and the growth and developme’ 
industry as a whole. 

3.18 The multiplicity of these undertakings and the i^iadeqtfflteies 
inherent in their size have made them incapable of undertaking the 
promotional and developmental effort needed for the development 
of the industry as a whole. They have neither the powers nor the 
resources necessary for such a task. They have also found that their 
size does not permit them to avail of the economies of large-scale 
operations, to provide adequate prospects to their employees and to 
acquire and employ modern techniques that are necessary to 
improve efficiency. 

3.19 In the absence of an integral corporation charged with the 
responsibility for coordinating the effort in the industry and for pro¬ 
viding the direction, supervision and auxiliary services that individual 
units require, the Ministry itself has had to assume certain functions 
of coordination. This has necessarily had its effect on the operational 
autonomy of the undertaking. The management develops the habit 
of looking for and depending on the advice of the Ministry even on 
matters that legally fall within their own competence. The controlling 
Ministry develops the expectation that its views would be sought 
even on matters thSt are not strictly within the area of powers re¬ 
served for the Government. A feeling begins to develop that those 
who shoulder the responsibility for operations at the project level 
are directly accountable to the controlling Ministry. This leads to 
a situation in which Project Managers have to spend a good deal of 
their time and effort supplying information and seeking clearance for 
decisions. The interest that the Ministry takes in the project becomes 
so comprehensive and akin to that of the management that it in¬ 
evitably filters down to the area of day-to-day administration. The 
inadequacy of the size and status of the undertaking, the status of 
the deputationists who are incharge of the management; and the 
dependence on the controlling Ministry for pre-scrutiny and sanction 
and even for matters not legally reserved to the Government, can 
create a situation in which responsibility gets blurred and the legal 
autonomy provided to the undertaking is rendered illusory 
and inlructuous. 

3.20 The absence of an integral corporation for the industry thus 
leads to fragmentation of effort and exposes the autonomy of public 
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Hindertakings to the danger of erosion. The device that other coun¬ 
tries have used to combat these dangers of fragmentation of effort 
•and erosion of autonomy is that of the integral public corporation 
charged with the responsibility for the development and management 
of the industry. These corporations, like the Coal Boards of UK and 
France, and IRI and ENI of Italy, have worked with considerable 
success and there is no reason to believe that sUCh corporations will 
not do so in our country as well. 

3.21 We are aware that thege integral corporations too have to 
guard against certain dangers. They should not lead to diffusion of 
responsibility or ambiguity in the re^ective responsibilities of the 
Ministry, the corporation and the subsidiary units. They should 
insulate the subsidiary unit from the deleterious effects of inter¬ 
ference in day-to-day administration. But they should not them¬ 
selves become slow-footed leviathans concentrating too much of 
power, authority and initiative in themselves. The success of these 
integral corporations will, therefore, depend on two factors, one, the 
extent of real autonomy and the artiplitude of *poWers to cover the 
sub-policy area that is transferred 'to them, and two, the dexterity 
with which they delegate optimum powers and initiative to the sub¬ 
sidiary units while providing for the need to review or resume the 
use of these powers in the interest of the industry. 

3.22 We have ofirtefully OOWadfered this question and have taken 
Into account the possible disadvantages in setting up such corpora¬ 
tions. One of the most important considerations should be that of 
manageability. It can be argued that large public corporations of the 
type that we have suggested will become too huge and cumbersome 
and lead to undue centralisation affecting the speed oif operations at 
the project level. While this danger must be borne ih mind and 
guarded against in devising the organizational Structure, we feel ihat 
it should be quite possible to ensure an optimum degree of delegation 
of powers all along the line by laying down standard guidelines on 
the powers to be entrusted to the managers at the project level and 
the functions that should be performed at the level of the 
corporation. 

3.23 We, therefore, recommend that all the industrial and manu¬ 
facturing concerns, except those under the control of the Ministry 
of Defence and the Department of Atomic Energy, be brought under 
integral public corporations. We have excluded the defence under¬ 
takings from the scope of this recommendation because of the special 
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requirements of national security and the fact that another s';udy 
team on defence matters is studying this question. 

3.24 In our view, the setting up of the integral public corpora¬ 
tions in the industrial and manufacturing field will result in the 
following advantages: 

(i) it will end the fragmentation of the industrial effort in the 
public sector and promote the integration of the efforts to 
develop each industry in' the public sector; 

(ii) it will reduce the span of Government control as many of 
the functions that are coordinative per se will be taken 
care of at the level of the integral corporation; 

(iii) it will make Government control more effective by confin¬ 
ing it to a higher level and concentrating it on the few 
vital and strategic points that Government need to con¬ 
trol to discharge their responsibilitj’ for the formulation of 
policy and for ensuring that policy is implemented by the 
management; 

(iv) it will secure for management at the operating level a 
greater detachment from direct bureaucratic control and 
political influence, both of which are inimical to initiative, 
experimentation and vigorous management; 

(v) it will enable the public enterprises to establish otherwise 
expensive staff organizations in fields like designing and 
consultancy, cost and management accounting, indus¬ 
trial engineering, and research; 

(vi) it will lead to better personnel management in the public 
enterprises, and greater uniformity in the terms and con¬ 
ditions of service of employees; 

(vii) it will enable the corporation to avail of the economies 
of large-scale operations and to establish common service 
facilities like training for the particular requirements of 
the industry and purchase and sales organizations with 
effectiveness and economy; 

(viii) it will provide much wider prospects to the managerial 
and technical personnel of public enterprises increasing the 
capacity of these enterprises to attract and retain suitable 
personnel; and 
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(ix) it will result in a more rational deployment and utiliza¬ 
tion of designing and construction engineering personnel 
and expensive construction equipment. 

3.25 We have attempted a regrouping of 37 Central Government 
undertakings* which can be brought under the integral public cor¬ 
porations that, in our view, should be set up in the industrial and 
manufacturing field. Although we have not examined ip detail the 
application, of this approach to undertakings of the State Govern¬ 
ments, we feel sure that similar possibilities exist in their case too. 
Many State Governments have already taken steps to bring the ad¬ 
ministration of their public undertakings under one department, or 
have set up boards of management for a group of undertakings with 
a common chairman and a few common members. We hope that the 
lines laid down by us in this chapter will also be of use to the State 
Governments in bringing about a rational reorganization of the State- 
owned undertakings. 

3.26 We may here point out the fact that certain multi-unit pro¬ 
jects in the public sector at present have units which may more ap¬ 
propriately belong to a corporation other than the one being pro¬ 
posed for that multi-unit project as a whole. For instance, the 
Hindustan Steel have a fertiliser plant at R'ourkela as well as certain 
coal washeries. There are two possible solutions. One is to attach 
these units to the corporations created in their respective fields of 
industry, and the other is to let them remain under the proposed Iron 
and Steel Corporation. Another example is that of the Neyveli 
Lignite Corooration which, apart from its main activities, also runs a 
fertiliser plant. It is difficult today down any hard and fast rule for 
these cases but experience indicates that such units do not leceive 
adequate attention from the top management. The Committee on 
Public Undertakings have often expressed the view that the existing 
arrangements have not been conducive to the efficient running of 
these units. We suggest that normally the principle should be to 
entrust such units to the corporation set Up in the particular field of 
industry to which they belong even though they may at present be 
forming a part of a complex under the purview of another corpora¬ 
tion. The only exceptions that we can visualize are projects that 
have been approved and established as integrants of a complex essen¬ 
tial for the economic viability, of the total complex itself. 

♦See Part I of Annexurc V. 
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Functions of the Public Corporations 

3.27 Two main considerations are relevant to the determination 
of the question as to what functions should be assigned to these 
public corporations. The danger of an undue centralisation of powers 
at the corporation level has already been mentioned. It will be 
necessary to ensure that the corporations grant the maximum pos¬ 
sible operational autonomy to the project managers. With this aim 
in view, the responsibilities that should be entrusted to the top 
management boards of public corporations have been very ably sum¬ 
med up by Professor Marshall Dimock in the following words : 

Sub-policy making; checking the internal budgetary programme 
of the enterprises; studying organizational questions; 
making strategic executive appointments; controlling fin¬ 
ancial methods and reporting; and conducting public 
relations. 

To the above, we would like to add the responsibility for providing 
the subsidiary units with management and consultancy services and 
certain common service facilities. 

3.28 We, therefore, recommend that the principal functions of the 
public corporations should be— 

(i) to advise the Minister on general matters affecting the 
public sector industry; 

(ii) to be responsible for the promotion and development of 
the public sector industry including the setting up of new 
projects (within the Plan); 

(iii) to receive directives from Government and to secure their 
implementation; 

(iv) to encourage, promote, provide as service to its subsidiary 
units, or coordinate activities relating to— 

(a) research and consultancy, 

(b) rnarketing and purchasing, 

(c) recruitment and training of personnel, and 

(d) such other common services as can be more conveni¬ 
ently and economically provided by a central body; 

(v) to lay down a common wage policy for the workers of the 
corporation within such national policy as may be laid 
down by Government; 
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(vi) to approve the revenue budgets of the subsidiary units; 

(vii) to scrutinise the capital budgets of the subsidiary units 
and submit a consolidated budget to the controlling Mihis^ 
try and Parliament; 

(viii) to make appointments to senior posts, the powers for which 
are not reserved to Government or delegated to loWeJf 
management levels; and 

(ix) to detennine the pricing policy of the corporation subject 
to directives given by the Government. 

Minister’s powers in relation to Public Corporations 

3.29 In a subsequent chapter, we shall discuss the powets and 
duties of the Minister in relation to the proposed corporations. Here, 
in this paragraph, we shall only state them in brief. In our view, 
the powers and duties of the Minister should be— 

(a) to make the appointments to the boards of the public 
corporations; 

(b) to give directions of a general character as to the exercise 
and performance by the corporations of their functions 
in. relation to matters appearing to the Minister to affect 
the national interest, and to ensure that the corporation 
concerned gives effect to any such directions; 

(c) to ensure that the industry is being run efidciently as a 
commercial concern, and in accordance with the directives 
issued by him; 

(d) to authorise the amount of capital to be raised and the 
terms of issue; and 

(e) to approve of programmes of reorganization or develop¬ 
ment involving substantial capital outlay to be financed 
from the exchequer and to approve the capital budget of 
the corporation before presenting it to Parliament. 

Composition of the Boards 

3.30 It is clear that a policy-making board composed mainly of 
part-time directors will not be able to discharge the functions pro¬ 
posed by us for these public corporations. The Chairman of the Cor¬ 
poration will necessarily require the assistance of a few competent 
full-time directors so that he can devote his time and attention to 
the broad and important matters of policy without getting bogged 
down With routine. Although each member of the board should 
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take an overall view on issues coming up before the board, it will 
be appropriate to give each full-time director a specific area of res¬ 
ponsibility in which he possesses greater knowledge than his colle¬ 
agues. In a truly functional board every issue that comes up before 
the board falls within the special responsibility allotted to one or 
other of the directors. In the smaller undertakings, the executive 
head of the department, may be the director who bears special 
responsibility for the subjects dealt with by his department. But 
in the larger undertakings the full-time director need not be made 
the head of the department or departments coming in his sphere. A 
separate executive could be appointed so that the director may re¬ 
main free of the responsibility for the day-to-day management of 
the department. 

3.31 The functions of the public corporations as proposed in para¬ 
graph 3.28 can be divided in the following main fields : 

Production 

Research and Development 

Staff and Industrial Relations 

Finance 

Marketing and Purchasing 

The above functions can be grouped according to the requirements of 
each case under three or more full-time directors. The subject of 
staff can be held by the Chairman. 

3.32. We have already stated in an earlier paragraph that we are 
in agreement with the current Government policy of invariably in¬ 
cluding in the board at least one representative of the controlling 
Ministry and another of the Ministry of Finance. We, however, feel 
that Government representation should be restricted to this. In 
cases, where a Government Department is the sole or the main con¬ 
sumer of the products of the undertaking, it is customary at present 
to include a representative of that Department in the board of direc¬ 
tors. While we are conscious of the importance of consumer con¬ 
sultation, we do not think that the only or the most appropriate way 
to achieve this is to provide for the representation of the consumer 
interest on the board. This requirement can be amply taken care 
of b5' setting up joint consultative councils. For more or less similar 
reasons, we are also not in favour of including a representative of 
the virorkers of the corporation in its board of directors as we believe 
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that it will be extremely difficult for any one person to faithfully dis¬ 
charge at the same time the duties and responsibilities of a labour 
leader as well as a board member of the corporation. But there is 
a distinct contribution that a person familiar with the problems and 
points of view of workers can make as a member of the board, and 
so it may be of advantage to have a non-official who has had good and 
long experience of working in the trade union organizations as a 
member of the board. 

3.33 It would also be advantageous to have a few part-time non¬ 
official members who have proved their outstanding abilities in some 
areas of industrial, commercial or financial enterprise or adminis¬ 
tration. This outside expertise would help to counteract the ten¬ 
dency towards self-centredness and will be able to provide an objec¬ 
tive, fresh and detached point of view at the meetings of the board. 
Some of those selected in this manner are likely to be those holding 
leading positiona m private industry. They should be men who have 
faith in public enterprise and who do not have conflicting business 
interests with those of the corporation to which they are nominated. 

3.34 Thus, a corporation will have a mixed board as its governing 
body. There will be a full-time chairman with three or four full-time 
functional directors, two representatives of the Central Ministries 
and three or four persons from the private sector having established 
reputations as leaders of industry or allied activities. This is in con¬ 
formity with the general pattern of organization found among the 
big industrial and commercial undertakings, both in the public and 
the private sector, all over the world. 

Structure of the Subsidiary Units 

3.35 The present position in India is that generally each operating 
runit in the public sector has a separate legal entity. The multi-unit 
projects are exceptions to this but even in their case a corporate body 
has been constituted at only one level. From the legal point of view, 
therefore, the organizational < structure of the public sector in India 
is not multi-tiered. However, there are a few exceptions. For inst¬ 
ance, Acts relating to the food' corporations and the warehousing 
■corporations provide for separate corporate bodies not only in the 
different States but also at two different levels, namely, the Central 
and the State. The Act also defines the relationship betwefen the cor¬ 
porate bodies at different levels, vesting in the higher body certain 
powers of direction and general supervision over tho^ bodies created 
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at the lower level. In the context of our proposal for setting up 
Dublic corporations to run an increasing number of subordinate 
operating units, we have to consider the possible alternatives for the 
organizational structure that should be devised below the level of the 
integral corporation. 

3.36 We have looked at the structural forms adopted in some other 
countries. Taking these as well as the conditions in our country into 
consideration, we feel that the following are the possibilities open 
to us : 

(i) a Public Corporation can be set up by an Act providing also 
for the organization of subordinate units in the form of 
public corporations; 

(ii) a Public Corporation can be set up under an Act leaving 
the form of orgatiization at lower levels to be determined 
by the corporation itself; and 

(iii) a Public Corporation can be set up at the national level 
and this corporation can hold shares, in full or in part, in 
a number of sub-holding and operating units registered as 
Joint-stock companies under private law. 

3.37 Examples of the first two types of public corporations are to 
be found in U.K. and France, and, as in the case of the food and ware- 
housitig corporations, in India too. The third type has been adopted 
and extensively used in Italy. The first alternative mentioned above 
has generally been adopted in the case of utilities and transport un¬ 
dertakings which require a relatively greater degree of legal sanction 
for carrying on operations even at the lower levels. We, however, 
do not favour the first alternative in the case of the industrial and 
manufacturing concerns because of the rigidity that is likely to result 
from such a structure. In our view, the management organi¬ 
zation at lower levels should be left to be worked out by the public 
corporations so that the reqtiirements of each industry and undertak¬ 
ing at each stage can be taken fully into account. Since the structure 
of the subsidiary units is of considerable importance to the success 
of the corporation and the Government would be keenly interested 
in it, we feel that the relevant Acts setting up the cOTporations should 
provide for consultation With the Government on this question. We, 
therefore, recommend that in the industrial and manufacturing field 
the second alternative mentioned above should be adopted. 
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3.38 As we have indicated in an earlier paragraph, it will perhaps^ 
be necessary to retain the company form in certain cases. For uu- 
dertakings not wholly owned by Grovernment, the company form has 
certain distinct advantages. It is a convenient form for bringing 
together the different share-holding interests under the general m- 
corpoiation laws without having to work out detailed and compre¬ 
hensive terms of agreement in each case. It also provides a ready 
organizational device that Government can adopt whenever it has 
to take over private concerns as a rescue measure or for reasons of 
policy. With the setting up of the public corporations proposed by 
us, it will follow as a cdrollary that the State-owned shares in the 
companies will be held by the corporation concerned, and not directly 
by the Government. Such an approach, generally referred to as the 
IRI formula, has been extensively used in Italy with marked success 
We recommend that in sectors where it is necessary to have an ele¬ 
ment of private participation, including foreign participation, the 
project should still be set up through the agency of the public cor¬ 
poration, the corporation owning the shares in the company in place 
of the Government. In this manner undertakings like the Cochin 
Refineries ahd Madras Refineries would come under the purview of 
the corporation set up in the O'!! sector, and the Fertilisers and Chemi¬ 
cals Travancore Ltd, under the corporation set up in the fertilisers 
and chemicals sector. Such corporations can even hold the equal 
or minority shares of the Government in companies falling within 
their sector. 

3.39 We feel that in the case of relatively smaller operating units, 
there will be hardly any need to provide for an elaborate form of 
management. In their case it may not be worthwhile to set up a 
formal management board. The overall responsibility can be entrust¬ 
ed to a single executive (General Manager) who will act as the agent 
of the public corpOTation. Few: the larger units, it will be advantageous 
to .set up a management board or committee under the executive 
orders of the corporation. It will ensure team work in the wemking 
of the top management of the units, and will also enable the public 
corporation to bring in and^ benefit from expert outside counsel and 
influence at the project management level. There will, of course, 
be no need to have Government representatives on such boards or 
committees. Government’s representation should remain limited to 
the board of the public corporation. In the case of the larger units, 
the corporation may find it desirable and necessary to nominate one 
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or two of its full-time functional directors or heads of key depart¬ 
ments on the boards or committees set up at the unit level. 

3.40 A rational amalgamation of existing public undertakings can 
also be brought about in the case of many of the non-industrial public 
xindertakings. The Committee on Public Undertakings (32nd Re¬ 
port, September 1966) has reiterated the earlier recommendations 
of the Estimates Committee regarding the merger of the State Trad¬ 
ing Corporation and the Minerals and Metals Trading Corporation. 
For many of the reasons that have already been cited in the case of 
"the industrial concerns we feel that the balance of advantage lies 
in combining these two corporations, and we, therefore, recommend 
their merger. -We make this recommendation both on the grounds 
of efficiency and economy. If the volume of work is considered im- 
manageable for a single corporation it appears to us that a better 
way would be to have two Managing Directors for the two wings 
that may be created along the existing division of work but within 
a single company. On the same considerations we also recommend 
that the management of the two hotels, viz., Ashoka Hotels and 
Janpath Hotels be brought under the purview of the India Tourism 
Development Corporation. We observe that this is also consistent 
with the recommendation made by the Study Team on Machinery of 
the Government of India that ‘the hotel industry requires to be placed 
squarely under the charge of tourism, and this should include res¬ 
ponsibility for Government hotels’*. 

3.41 While concluding this chapter, we would like to mention 
that the form of organization by itself cannot be expected to work 
any magic in the public sector. It has been our endeavour to suggest 
such forms and structures as may provide for greater autonomy to 
the public undertakings without diluting the essential features of 
public accountability and at the same time promote a proper rela¬ 
tionship between the Parliament and the Government on the one 
hand and the public enterprises on the other. These factors as well 
as the requirements of flexibility will have to be fully kept in view 
by the agencies entrusted with the task of drawing up the Acts or 
other legal documents that give form to the public undertakings. 

*Para 3.6.5 of the Interim Report of the Study Team on Machinery of the 
Oovernment of India. 
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PARLIAMENT AND PUBLIC ENTERPRISE 

4.1 Public enterprises are owned by the State. That they are 
owned by the State does not mean that they have to be run by the 
Government. But they are created by investments from the funds of 
the Exchequer, and must, therefore, be subjected to the accountabi¬ 
lity to which all activities financed from public revenue must be 
subjected. There are other reasons too for insisting that public en- 
terprises should function within the four corners of public account¬ 
ability. More often than not, public undertakings are set up in 
nationalized sectors of industry, and therefore, function in an 
environment that provides the advantages of full or partial monopoly. 
Parliament, Government, and the public must, therefore, be satisfied 
that they are being run efficiently, that conditions of monopoly do 
not lead to the exploitation of the consumer or deterioration in the 
quality of goods and services. In a democracy, parliamentary super¬ 
vision and control are the essential features of public accountability. 
Accountability has to be distinguished from the control that the 
management of an undertaking exercises. But it involves an element 
of control. It is indeed difficult to define the precise degree of 
control that accountability involves. It is equally difficult but 
necessary to balance the requirements of accountability and auto¬ 
nomy and to find the degree of control that will enable Parliament 
to protect and promote the collective interest which public enter¬ 
prises must serve and at the same time, enable the undertakings to 
enjoy the autonomy and initiative that they need to discharge their 
managerial responsibility. 

4.2 The relation between the Parliament and public enterprises 
has to be considered within the overall equation of the Parliament- 
Minister-enterprise relationship. Members of Parliament feel a keen 
sense of responsibility for the efficiency and achievements of public 
enterprises. They, therefore, want Ministers to answer for the short¬ 
comings and difficulties and failures of the public enterprises. Faced 
with this detailed and continuous scrutiny by Parliament, the res¬ 
ponsible Minister has little choice but to keep himself informed on 
all matters that relate to a public enterprise including matters of 
day-to-day administration. This not only generates a flow of detailed 
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information from the public undertaking to the Ministry, but also 
results in a marked elevation in the level of decision-making all 
along the line. 

4.3 It is generally agreed that the scrutiny that Parliament ex¬ 
ercises over the working of public enterprises should not extend to 
matters of day-to-day administration. In fact, this principle has 
been accepted and incorporated in the rules framed by the Parlia¬ 
ment and the broad principles laid down by the Speaker to provide 
guidelines on the.‘scope of admissibility of questions’ and the rules 
governing the working of the Committee on Public Undertakings. 
The main difficulty, however, arises when individual cases have to 
be interpreted to determine whether they are matters of policy or 
of day-to-day administration. Indeed, it is extremely difficult to 
characterize instances, and to prescribe ready and infallible tests. 
But the task can become somewhat easier if the objectives and the 
financial obligations of public enterprises have been clearly defined 
by Parliament itself. In our view, any act or omission of an act 
which directly affects the fulfilment of these objectives and obli¬ 
gations cannot be described as a mere matter of day-to-day adminis¬ 
tration. In the same way all matters, except those which have a 
bearing on any established policy of Government either in relation 
to that undertaking or the public sector as a whole, should ordinarily 
be treated as matters of day-to-day administration. We recognize 
that the tests that we have suggested might still leave some cases 
bn the margin. For instance, it will be very difficult for Parliament 
to ignore problems and incidents that have aroused wide public 
interest or individual cases that may have implications and reper¬ 
cussions on matters of policy. These must be regarded as instances 
that the Parliament Secretariat and the Ministries concerned should 
interpret in the circumstances of each case. 

4.4 The main instruments that Parliament use to supervise and 
control the working of public enterprises are— 

(i) questions and interpellation of the responsible Minister; 

(ii) debates on various occasions; and 

(iii) examination by parliamentary committees. 

The Annual Report and audited Annual Accounts that public under¬ 
takings submit to Parliament are intended to enable Parliament to 
make effective use of these instruments of scrutiny and control. 
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Questions and Interpellation of the responsible Minister 

4.5 Both inside Parliament and outside, there has been a good 
deal of discussion on the scope of admissibility of questions pertain¬ 
ing to the working of statutory corporations and Government com¬ 
panies. The broad principles governing the admissibility of ques¬ 
tions relating to public undertakings have been laid down by the 
Speaker. These have been stated in a circular of the Lok Sabha 
Secretariat dated 17th March, 1958. These broad principles as they 
have been laid down at present do not make any distinction between 
a statutory corporation and a Government company. The same set 
of considerations apply to both. According to these principles, ques¬ 
tions relating to policy, to an act or omission of an act on the part 
of a Minister, or a matter of public interest (even though seemingly 
pertaining to a matter of day-to-day administration or an individual 
case), are ordinarily admitted as starred questions for oral answer; 
questions which call for information of a statistical or descriptive 
nature are generally put down for written reply; and questions 
which clearly relate to day-to-day administration and tend to throw 
work on the Ministries and the public undertakings incommensurate 
with the results to be obtained therefrom are normally disallowed. 
It is well known that a question can be disallowed if its admission 
is deemed prejudicial to the safety of the State, and a Minister has 
the right to decline to disclose infonnation on grounds Of public 
interest. 

4.6 We have studied the niunber and nature of questions that are 
asked in Parliament about the working of the public undertakings 
of the Central Government. The number is quite large considering 
the autonomous nature of these undertakings. To give a few inst¬ 
ances, the Indian Airlines Corporation on an average answers nearly 
200 questions in a year; the Fertiliser Corporation of India, 80; and 
the National Coal Development Corporation and the Heavy Engineer¬ 
ing Corporation, about 50 each. We have compared this with the 
position that obtains in some of the foreign countries, and find that 
the scope of admissibility of questions is much less restrictive here, 
in India, than in the other countries like the United Kingdom and 
Canada. In these countries, questions concerning matters that Par¬ 
liament itself has placed within the competence of autonomous pub¬ 
lic corporations are not generally admitted. Even when a question 
of this nature gets admitted or is raised as a supplementary, the res¬ 
ponsible Minister makes it clear in his reply that the matter lies 
within the competence of the public corporation as provided by an 
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Act passed by the Parliament itself, and that he should not, there¬ 
fore, be held to account for it. Sometimes, the reply given by the 
Minister is prefaced by words like “I have been informed by the 
Board that .. ” We have already pointed out that this is one of the ad¬ 
vantages that flow from the setting up of public corporations. Since 
the corporation is set up by an Act, Parliament determines and 
decrees the extent of autonomy that it should enjoy. It is, therefore, 
aware of the area of autonomy and is willing to respect it and eager 
to ensure that it is respected by the Executive. Thus the Parliament 
and the Minister And it easier to acknowledge the area of- autonomy 
and remind each other of the need to respect what Parliament has 
imposed on itself and the Executive. The adoption of the public cor¬ 
poration form of organization will enable the Parliament, the Gov¬ 
ernment, the Minister and the undertaking to benefit from the clarity 
that public corporations have introduced in other countries. 

4.7 We are of the view that the present criteria for the admissi¬ 
bility of questions can be made more specific to exclude the matters 
that Parliament itself has, by an Act, placed within the competence 
of autonomous corporations. This will not dilute the essence of their 
public accountability since the Act of Parliament setting up the cor¬ 
poration has already embodied the autonomy that is consistent-with 
accountability. Questioning the responsible Minister for matters 
within the powers of the autonomous corporations inevitably results 
in the Minister entering into the area of day-to-day administration 
with the attendant possibility of the infringement of the autonomy 
of public undertakings. We hope that the application of this prin¬ 
ciple will be extended to the Government companies as well. 


4.8 The actual working of the rules and guidelines laid down for 
determining the admissibility of a question depends considerably on 
the initiative of the Ministry concerned. It can point out when a 
question intrudes into the area of autonomy and suggest that it does 
not qualify for admission. But the facts that we have learnt from 
the public undertakings and the Ministries show that it is seldom 
that the Ministry moves for the disallowance of any question. Often 
questions get admitted and answered even though falling within the 
area of day-to-day administratioft. Sometimes, detailed information 
is gathered and supplied although similar information had been 
supplied before in a slightly different form to an earlier question. 
We feel that the Ministries should be more vigilant in ensuring that 
what Parliament itself has excluded does not reappear due to over- 
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sight or neglect. They can do this by insisting on the strict obserV' 
ance of the rules governing admissibility. We also suggest that the 
admissibility of questions should be quickly examined first in the 
Parliament Secretariat and then in the Ministry. The Ministry 
should draw the attention of the Speaker to questions that attract 
the conditions for exclusion that Parliament has already agreed to. 
They should also check whether similar information had not been 
supplied in reply to an earlier question. This would avoid waste of 
-effort in the Ministry and the public undertaking concerned. 

4.9 We have already referred to the difficulty that may be expe¬ 
rienced in determining whether a particular case falls within, the 
area of day-to-day administration, and have indicated a rough and 
.possible test for the purpose. However, what is mqch more impor¬ 
tant if the public undertakings are to ensure the effective exercise of 
the autonomy is the spirit of understanding that both the Parliament 
and the Government should show to meet the special needs of public 
enterprises and the respect that Parliament shows to its own decision 
to invest these undertakings with the autonomy they require. 

Debates 

4.10 The performance of public undertakings can form the subject 
of debate in Parliament in several ways; it may be in the shape of 
■elaborate references during the budget debate, or the debate on the 
President’s address; it can be a discussion on the Annual Reports 
and Annual Accounts of any /undertaking; it can be raised as the 
aubject-matter of a half-hour discussion or even an adjournment 
motion, if the matter is one of sufficient and immediate public 
importance. There is little doubt that the debate as an instrument 
of Parliamentary control is bound to be more diffuse and perhaps 
less pointed and effective than, say, the examination by a Parliamen¬ 
tary Committee. It must also be observed that the value of a debate 
depends considerably on the adequacy and quality of the information 
submitted to Parliament. It is in this context, that nature of the 
Annual Reports and Annual Accounts submitted • to Parliament 
assumes great importance. We have dealt with this subject in detail 
in later paragraphs in the chapter. The discussions on public under¬ 
takings that take place during the budget debate depend on the form 
nnd presentation of the budget estimates. We have not gone into this 
question in detail in the hope that the Study Team on Budgetary 
Reforms, System of Expenditure Control, etc will examine this ques¬ 
tion and make appropriate recommendations. 

109 HA—5. 
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Parliamentary Committee on Public Undertakings 

4.11 There is a unique advantage in examination by a Committee- 
of Parliament. In the case of debates in the House or in answering 
Questions, it is the Minister who speaks on behalf of the public- 
undertaking. It is only during the examination by a Committee that 
the Chairman and other officers of the undertaking get an opportunity 
to appear before a Committee of Parliament and explain their point 
of view across the table. Previously, the working of public under¬ 
takings was examined by the Committee on Estimates and on the 
basis of audit reports, by the Committee on Public Accounts. In 
May 1964, a Joint Committee of both Houses, viz., the Committee on 
Public Undertakings which took over the exercise of ‘functions 
vested in the Committee on Public Accounts and the Committee on 
Estimates in relation to the public undertakings’ brought within their 
purview. The rules of procedure followed by the Committee on 
Public Undertakings are for all purposes similar to those of the 
Committee on Estimates. In the UK, the terms of reference of the- 
Select Committee on Nationalized Industries have not been reduced’ 
to writing. But here in India, the scope and functions of the Com¬ 
mittee have been defined in the resolution of the Houses that set up 
the Committee. It is to examine the reports and accounts including- 
those of the Comptroller & Auditor-General on the public under¬ 
takings and ‘to examine, in the context of the autonomy and efficiency 
of the public undertakings, whether the affairs of the public under¬ 
takings are being managed in accordance with sound business- 
principles and prudent commercial practices*’. The items specifically- 
excluded from the Committee’s purview are— 

(i) matters of major Government policy as distinct from busi¬ 

ness or commercial functions of the public undertakings; 

(ii) matters of day-to-day administration; and 

(iii) matters for the consideration of which machinery is estab¬ 
lished by any special statute under which a particular 
public undertaking is established.* • 

4.12 Since the Committee on Public Undertakings was set up in 
May 1964, they have brought out 40 reports. Of these, 9 are reports 
of action taken on earlier reports of the Estimates Committee. Of 
the remaining 31 reports, 3 may be characterised as horizontal studies 

*Rule 312 of the Rules of Procedure and Conduct of Business in LoM Sabha— 
Rules relating to Committee on Public Undertakings. 

♦♦Rule 3X2A ibid. 
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(these aie on the planning of projects, on townships and factory 
buildings and materials management), and 8 relate to the working of 
public undertakings in Kerala (this includes 1 horizontal study). 
Thus, there are altogether 20 reports which relate to the Central 
Government undertakings. These cover 15 undertakings, since 5 of 
the 15 reports relate to the HSL and its constituent units and 2 to 
the units of the IOC. The undertakings that have been so far 
selected by the Committee reveal a natural tendency to give priority 
to the examination of larger units. Considering that the number of 
Central Government undertakings has already reached the environs 
of 70, the inference is inescapable that the Committee would not be 
able to examine the smaller undertakings with a frequency greater 
than, say, once in 15 years. Even in the case of the larger under¬ 
takings, it appears that it will be difficult to maintain a frequency of 
more than once in 5 years. 

4.13 There is no doubt that the work of the parliamentary 
committees has been most useful, especially in the matter of the 
control of capital expenditure. The formation of a special Committee 
on Public Undertakings has been particularly welcomed by the 
managements of public undertakings since it has given them an 
opportunity to appear and explain things before a Committee of 
Parliament. It is difficult to say whether the method of inquiry that 
the Committee has adopted will continue to be the only method that 
the Committee would employ in all cases. It may well be that the 
method that is now being followed has been chosen since it was 
considered the best method that could be employed in the initial 
years. At present, there is considerable reliance placed on eliciting 
information through detailed questionnaire. The managements of 
many public undertakings have observed that the meticulousness 
with which such detailed questionnaires emanating from a Parliamen¬ 
tary Committee have to be answered often imposed a heavy burden 
on them and sometimes resulted in the inquiry gravitating towards 
the area of day-to-day management. 

4.14 A review of the position in countries that have democratic 
forms of Government reveals that except for Italy where Pafliament’s 
role in the management of public enterprises is very limited, almost 
all countries have provided for a well-defined form of Parliamentary 
control including examination by parliamentary committees. In the 
USA, Congressional Committees make little distinction between 
Government corporations and the Departments of the Administratioa 
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In France, there is a very comprehensive system of examination by 
permanent commissions and special committees of both the chambers 
of the French Parliament. The system that prevails in the UK bears 
close similarity to what obtains in India. It is, therefore, easier for 
us to draw useful illustrations from the practices in the United King¬ 
dom. Although the scope of inquiry by the UK Select Committee 
on Nationalized Industries was left to the good sense of the Com¬ 
mittee, it was made clear during the debate that preceded its con¬ 
stitution that the Committee should not trespass on matters of 4ay‘ 
to-day administration or on matters of major Government policy. 
The Select Committee in the UK has not considered it necessary to 
issue detailed questionnaires as a preliminary step to examination. 
The inquiries of the Committee are conducted on different lines. 
The Committee first selects a few subjects and frames the issues that 
it would like to take up for examination. The Chairman and officers 
of the concerned undertaking then prepare and submit memoranda 
on the issues. The inquiry then takes the form of ‘across the table’ 
discussions with the Chairman and the Officers, and the discussions 
are conducted on the basis of the memoranda that have already been 
submitted. Generally, the UK Select Committee takes up one subject 
for examination during the course of a year. It examines the repre¬ 
sentatives of the undertaking, the controlling Ministry and the 
Treasury separately and does not undertake any on-the-spot study 
tours. The more important aspects considered by the UK Select 
Committee, according to its former Chairman, are said to be*— 

(i) the attitude of the Chairman and the Board on the question 

whether they were carrying out a public service or doing 
a commercial job; 

(ii) the degree of ministerial interference; the direct effect of 
this upon the financial accounts and results; and the 
indirect effect through blurring the lines of responsibility; 

(iii) the provision of and continuance of uneconomic services; 
and 

(iv) the control of capital investment. 

4.15 In India, the reports of the Committee on Public Undertak¬ 
ings show that the Committee has been keenly interested in the con¬ 
trol of capital investment. In other matters, the Committee have 

♦Sir Toby Low: “The Select Committee on Nationalized Industries,” Public 
Aaministration, Vol. 40, Spring 1962. 
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upto now tended to favour the laying down of rules and regulations 
and achieving uniformity in various matters such as service rules 
and conditions, expenditure on township, scales of accommodation 
etc. The Committee do not appear to have as yet directed their 
inquiry towards the area of ministerial interference which has been 
a very important area of inquiry in the UK. 

4.16 We are of the view that the examination by the Committee 
will be much more intensive and comprehensive if the Committee 
on Public Undertakings takes up a group of undertakings falling 
within one area of enterprise and brings out one consolidated report 
oh that public sector industry as a whole. For instance, instead of 
taking up, say, the individual refineries and allied undertakings in 
successive years, the Committee could take up the Oil and Natural 
Gas Commission, the Indian Oil Corporation, the Engineers India 
Ltd. and Cochin and Madras Refineries for concurrent examination. 
It may be mentioned that this would automatically be brought about 
with the creation of the multi-unit corporations proposed by us. We 
make this recommendation for the following reasons: 

(i) It will enable the Committee to achieve a speedier coverage 
of the undertakings than they would otherwise be able to 
do. 

(ii) It will avoid having to cover the same ground successively 
with different undertakings and yet enable a simultaneous 
and a comparative appraisal of the performance in identical 
periods of review. 

(iii) It will also mean that the inquiry will move away from 
matters of day-to-day administration and gravitate to 
those of overall general importance. 

(iv) One consolidated report will enable Members of Parliament 
to acquaint themselves better with the problems on which 
Parliament should focus its attention. 

4.17 It was expected that with the coming into being of the 
Committee on Public Undertakings the working of public enterprises 
will be examined only by one Committee. However, in the course 
of the examination of certain Ministries and general subjects other 
Parliamentary Committees too are still going far into the area of 
public enterprise. We feel that with the setting up of a special 
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Committee on Public Undertakings the scope and functions of other 
Committees of Parliament may be reviewed and redefined to avoid 
overlapping and duplication. 


Submission of Annual Reports and Accounts 

4.18 Every statutory corporation is required under its own Act to 
submit an Annual Report on its activities, policy and programmes 
to the Government. This report is expected to include an account 
of the activities of the year that has ended as well as an indication 
of the activities and programmes that are to be undertaken in the 
next year, A copy of such a report together with the report of the 
auditors is laid before both Houses of Parliament. Section 619A of 
the Companies Act makes a similar stipulation in the case of 
the Government companies. These statutory obligations cast on 
public undertakings provide the most effective method of submitting 
regular information to Parliament. 

4.19 An analysis of the annual reports submitted by the public 
undertakings reveals that some of them are already giving compre¬ 
hensive information on their operations and future programmes. 
Details are no doubt necessary. But the manner of presentation 
should not be such that the wealth of details obscures the main items 
which should catch the eye of the Members. Thus, there is room for 
greater selectivity even in these reports and greater efforts to present 
the report in a manner that enables Parliament to focus its attention 
on the principal items. A majority of the annual reports give only 
sketchy information and often such information as is given is not 
even properly indicated. We feel that there is insufficient recogni¬ 
tion of the fact that one of the main purposes of the annual report 
is to enable Parliament to make an assessment of the efficiency 
with which an undertaking is being run. We have examined the 
guidelines issued in this respect by the Department of Company Law 
Administration in 1962 and feel that they are a little too general 
These guidelines do not prescribe any specific form or suggest the 
necessary indicators that may be adopted for reporting performance 
to Parliament. 

4.20 We suggest that the Bureau of Public Enterprises, in consul¬ 
tation with the Ministries and public undertakings concerned should 
work cut a model form for the annual reports. The Bureau should 
also n'epare standard operational indices that could be adopted by 
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the different public undertakings to provide essential information in 
a readily intelligible form. 

4.21 In our view, the following are the principal points that each 
•annual report should contain; 

(a) Information about the adequacy of the quantity and qua¬ 
lity of output and the reductions being brought about in 
the real cost of the product. 

(b) Information relating to the utilisation of the principal 
ingredients of production, viz, labour, materials and 
installed capacity. For this purpose, suitable non-financial 
indices can be employed with advantage, like expressing 
production in terms of output per manshift or goods pro¬ 
duced per unit of raw materials used or the effective utili¬ 
zation as a percentage of installed capacity. 

■(c) A comparative idea of performance by indicating it over 
different periods of time, between different parts of the 
undertaking, between one undertaking and another and in 
relation to similar enterprises abroad. The use of standard 
indicators is essential in all this. 

‘(d) A brief report on future plans, indicating the extent of 
demand for the product proposed to be met, the variations 
in the quantity and quality of supply and the steps plan¬ 
ned to reduce the cost of the product. 

(e) A brief summary of the past operational results with com¬ 
parisons of the results achieved during a specified number 
of years. The object of such a summary should be to 
reveal long-term trends. 

4.22 The adoption of a common pattern of reporting and of 
standard operational indices will have the following advantages: 

(i) It will make it easier for Members of Parliament to 
acquaint themselves with the activities and problems of 
undertakings and to follow comparative and subsequent 
references; 

;(ii) it will help Members to understand the salient features of 
the operations of the enterprise, that must concern the 
management themselves; and 
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(iii) it will also serve to attract Parliament’s attention and 
consideration to larger issues and away from matters o£ 
less importance. 

4.23 Besides the Annual Reports that individual undertakings: 
bring out, the Bureau of Public Enterprises brings out a consolidated 
Annual Report on the working of the industrial and commercial: 
enterprises of the Central Government. To a large extent, the- 
considerations that we have outlined in earlier paragraphs relating 
to the reports of individual undertakings hold good with even greater 
force for this consolidated report. There is yet another problem that 
a consolidated report should take into account, viz, the need for a. 
proper classification of undertakings. Without such a classification, 
the consolidated review may not succeed in giving a fairly accurate 
indication of achievements in different areas of public enterprise. 
At present the Bureau divides the undertakings into five major cate¬ 
gories: the Hindustan Steel Ltd. (HSL), running concerns other 
than HSL, promotional and developmental undertakings, under¬ 
takings under construction and financial institutions; the HSL is. 
discussed separately from other running concerns. We feel that 
this classification leads to a lumping together of the figures of per¬ 
formance of widely differing public undertakings. A clear picture 
of each segment of the public sector does not get reflected in this 
classification. We, therefore, recommend that in preparing the con¬ 
solidated Annual Report on the working of public enterprises, the 
Bureau of Public Enterprises should adopt a more systematic classi¬ 
fication of undertakings and evolve and use standard indicators for 
each major area of enterprise. 

4.24 We would like to stress here the need for supplying Parlia¬ 
ment with precise and full information on the working of public 
enterprises- The effectiveness of the supervision by Parliament, by 
whichever instrument it is exercised, very largely depends on the 
quality of the information that is made available. The same consider¬ 
ations on which we have suggested the preparation of informative 
annual reports on a standard pattern demand that in supplying in¬ 
formation to Parliament, whether in response to questions from 
Members or questionnaires from the Committee on Public Under¬ 
takings, the attempt should be to give full and imaginative replies 
and not literal and sketchy answers that leave a feeling of dissatis¬ 
faction. When Parliament feels that undertakings and Ministries 
are themselves keen to keep Parliament fully informed, when 



Members are satisfied that there are adequate opportxinities for 
obtaining information with regard to public undertakings and 
when these opportunities are fully utilized, the debates in the House 
will be at a very high level. They will then be regarded as more 
purposeful, as highly profitable to the House, the Ministry and the 
undertaking. 



CHAPTER V 

GOVERNMENT AND PUBLIC ENTERPRISE 
1. GovemmeiBt Control 

5.1 The principal objective common to all public enterprises is to 
engage in economic activities in the collective interest. Since the 
Government is ultimately responsible for this as well as for giving 
effect to the country’s plan for economic development, it is evident 
that a proper system has to be devised for the coordination and con¬ 
trol of these enterprises by the Government. On the other hand, 
public enterprises have to be managed according to progressive, 
modern business principles if they are to achieve their commercial 
objectives for which they require the flexibility and initiative 
possessed by private enterprise. 

5.2 The problem is to secure the best possible balance between 
these two conflicting considerations. Formally, this is sought to be 
achieved by laying down a division of functions between the Govern¬ 
ment (mainly, the controlling Ministry) and the public enterprise. 
The general principle adopted is to reserve such powers to Govern¬ 
ment as are required by them to determine questions of policy, see 
that the programmes of the public enterprises conform to the Plan 
and ensure that the enterprise is being run on commercial lines or in 
accordance with Government directives; and subject to this, invest 
the management board of the enterprise with the powers necessary 
to carry on the day-to-day administration on business and commer¬ 
cial principles, and more generally, with the powers necessary to 
achieve the prescribed objectives and obligations, 

5-3 We have examined, both in respect of the statutory corpora¬ 
tions and the Government companies of the Central Government, the 
powers reserved to the Government and those vested in the govern¬ 
ing bodies of these enterprises. An analysis of the relevant Acts 
and Articles of Association reveals that generally powers have been 
reserved to the Government in the following matters: 

(i) appointment of the Chairman and Members of the govern¬ 
ing Board; 

(ii) appointments, or approval of appointments, to posts carry¬ 
ing salaries above a certain leA^el and to the post of 
Financial Adviser/Financial Controller; 
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(iii) capital expenditure above a certain amount; 

(iv) sanction for upward variations in estimates of over 10 per 
cent, in cases where the DPR with detailed estimates has 
already been approved by the Government; 

(v) matters connected with borrowings, investments in securi¬ 
ties, distribution of profits etc; 

(vi) appointment of the auditors; except in statutory corpora¬ 
tions in which the Comptroller & Auditor-General has 
been designated as the auditor; 

(vii) the power to issue such directions or instructions as may 
be considered necessary to ensure that the conduct of 
business of the undertaking is in conformity with the poli¬ 
cies laid down by Government; and 

(viii) in a few cases, rules relating to the terms and conditicAs 
of service of employees of the public undertaking. 

5.4 We have observed that there is no significant difference in 
this respect between the statutory corporations and the Government 
companies. What has been stipiilated in the Acts in the case of the 
statutory corporations has been, more or less, written into the 
Articles of Association of the Government companies. A compara¬ 
tive statement of the powers reserved to Government in the case of 
the Central Government undertakings that have furnished infor¬ 
mation in this respect is at Annexure 11. There are quite a few 
exceptions to the general picture that has been outlined in the pre¬ 
vious paragraph. In certain companies like the FACT and the 
Cochin Refineries, which are based on partnership witb private 
capital, the Articles of Association do not provide for the issue of 
directives. Another variation that can be observed is in relation to 
the delegation of powers to the Chairmen, the Managing Directors 
and the General Managers. Though in the case of most companies 
powers are delegated by the Board, there are some companies in 
which powers are delegated to these fimctionaries by or with the 
approval of, the Government. The need to secure prior Government 
approval for service rules has been provided for only in respect of a 
few undertakings like Air India, lAC and Hindustan Photo Films. 

5.5 There is a definite lack of uniformity in the kind and extent 
of powers reserved to Government t>is-o-vis different public under¬ 
taking. I The Parliamentary Committees have often commented on 
this situation and recommended that certain uniform principles to 
:guide decisions on th»« ^••(Wrvation of powers should be laid down. 
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In their reply to these recommendations. Government have taken; 
the stand that certain variations'are inevitable because of the- 
differences in the size and character of the undertakings- This is 
largely true, but we find from our examination that the existing 
variations cannot always be explained on a rational basis. We 
believe that it should be possible for Government to lay down the 
principles that should govern the reservation of powers. We suggest 
that a comparative review of the powers conferred on public under¬ 
takings to make appointments, incur capital expenditure etc should 
be undertaken with a view to removing anomalies and ensuring 
that management boards of undertakings that are similar in size and 
nature have the same degree of autonomy. 

5.6 There is also a degree of confusion about the envision of 
responsibilities between the Government and the enterprise in the 
matter of public accountability. This is particularly so in the case 
of Government companies. In their report* on the Shipping Corpo¬ 
ration of India (a Government company), the Estimates Committee 
observed that ‘there are many misconceptions with regard to the 
nature of responsibilities attaching to Government in relation to 
the public undertakings and the nature and extent of checks and 
controls that have to be and can be exercised over them by the 
Government’. The Estimates Committee recommended a compre¬ 
hensive review to establish a sound and well-defined relationship 
between the companies and the Government. Similar observations 
regarding the lack of a clear division of powers have been made by 
the Committee on Pubhc Undertakings in their 3rd Report on the 
Shipping Corporation of India. These are reproduced below: 

“There is no clear cut demarcation between the matters on 
which the Corporation will come to its own decision and 
those on which it shall seek prior approval. Though the 
Corporation is not required to refer to Government 
matters other than those enumerated in Article 34 of the 
Articles of Association, in practice it has been having dis¬ 
cussions with Government on many other matters and 
not coming to decisions independently. In the opinion of 
the Committee^ having discussion with Government has 
got the same effect as referring matters to Government 
for approval. The matters on which prior approval of 

♦Estimates Committee 38th Report and 135th Action Taken Report (2nd Lok 
Sabha) on Shipping Corporation of India—(April, I9f9 and April, 1961 respectively). 
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Government shall be taken are enumerated only with a 
view to allowing the Corporation to take the initiative and 
come to its own decisiotis in respect'of the other matters. 
The Corporation appears to have been looking up to 
Government for guidance in respect of many matters on 
which it was not necessary for it to do so.” 

5.7 We have already expressed pur view that one of the advant- 
.<ages of the public corporation form of organization is that it is based 
on a precise and statutory definition of the relationship between the 
'Government and the undertaking, and provides for a clear-cut de¬ 
marcation of responsibilities between them. We recommend that 
the need for such a clear demarcation should be kept fully in view 
while drawing up the relevant provisions in the statutes establishing 
the proposed public corporations, and while framing rules or exe¬ 
cutive orders under these statutes. 

5.8 We have, however, attempted to make a detailed analysis of 
■the important aspects of the powers reserved to Government and 
'those conferred on the boards. Our observations and recommenda¬ 
tions in this regard will relate mainly to the appointments to the 
board and certain top management posts in these undertakings, the 
power to incur capital expenditure, provisions relating to delega¬ 
tion of powers to the chief executives, and the issue of Government 
directives. In the following paragraphs we shall examine these ques¬ 
tions purely from the point of view of the bearing that they have on 
the relationship between Government and the public enterprises. 

^Appointments to the Board and Senior Posts 

5.9 Since public enterprises are established on the basis of public 
accountability, the power to make appointments to the management 
'boards has to be vested in the responsible Minister. Indeed, it is one 
of his most important prerogatives and responsibilities. As we have 
already pointed out, a very high proportion of board memberships 
is now held by Government officials on a part-time basis. In many 
-cases, a Secretary of the Ministry/Department is also included in 
the board. There are quite a few cases of the Secretary of the 
TVIinistry being nominated as the chairman of the board, despite the 
fact that Government itself has taken a definite decision against this 
practice. The Mazagon Dock, Central Warehousing Corporation, 
Hindustan Teleprinters, Mogul Line, Hindustan Shipyard and the 
-National Industrial Development Corporation are all cases of this 
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kind. The Parliamentary Committees have repeatedly recommend¬ 
ed the discontinuance of this practice. We feel that the presence of 
the Secretary or a large number of representatives of Ministries on 
the board results in its acquiring the character of a Government 
committee rather than that of an autonomous board of management. 
Nor is it conducive to the establishing of a proper relationship 
between the Government and the undertaking. We recommend that 
a Secretary or other officer of the Ministry should not be made the 
chairman of a public undertaking, and that a Secretary of a Minis¬ 
try/Department should not be included in the management board 
of the undertaking. We also recommend that Government should 
not be represented by more than two representatives, one represen¬ 
tative each of the controlling Ministry and of the Ministry of 
Finance should be appointed to the board. 

5.10 Besides the appointment to the board. Government also 
appoint or approve the appointments to the posts of financial 
advisers/financial . controllers, and other posts carrying a salary 
above a certain limit. These posts are generally those of General 
Managers of plants and executive heads of departments. We suggest 
that all appointments below the board level should be made by the- 
board itself. This is highly necessary to ensure that these officers,, 
who are in fact the employees of the public undertaking feel fully 
responsible to their board, and not to some other appointing: 
authority. In the past, there have been instances of officers looking 
up to authorities outside the board. This has not been conducive to 
the development of an esprit de corps. In fact, it has even led to 
friction in the top echelons of the undertaking. We will now turn to 
the appointment of the Financial Adviser. His appointment direct 
by the Government gives the impression that his presence in the 
undertaking is as a kind of watch-dog on behalf of the Government 
to check the propriety of the financial transactions etc. This is not: 
conducive to good management and unduly emphasises the cheek 
and control aspects of the finance organization of the undertaking. 
We recommend that in the case of financial advisers/financial con¬ 
trollers, the appointment should be made by the board but in con¬ 
sultation with the Government. 

Powers to Incur Capital Expenditure 

5.11 Since public enterprises are financed wholly or mainly by" 
public funds, powers have to be reserved to the Government for 
approving their large capital expenditure programmes. At present,. 
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the level above which capital expenditure cannot be incurred by 
public undertaking without the prior approval of Government varies 
from undertaking to undertaking. In the case of the larger under¬ 
takings like Hindustan Steel, Heavy Electricals and Heavy En¬ 
gineering Corporation, the boards have the power to sanction capital 
works upto Rs. 50 lakhs; it is less in some other cases, e.g., for Hin¬ 
dustan Aeronautics it is Rs. 30 lakhs, for Hindustan Machine Tools 
and National Buildings Construction Corporation it is Rs. 25 lakhs, 
and for the National Minerals Development Corporation and National 
Projects Construction Corporation it is Rs. 10 lakhs. The ivariations 
are largely justifiable on the grounds of the size and nature of the" 
undertakings, but there are a few cases where the board’s powers in- 
this respect are unreasonably low, esp>ecially when compared tn 
some other undertakings of a similar or smaller size. For instance, 
the National Seeds Corporation can approve a proposal involving^ 
capital expenditure upto Rs- 40 lakhs while the limit for much larger' 
undertakings is much less. Por instance, in the case of Hindustan 
Aeronautics it is only Rs. 30 lakhs, for Hindustan Shipyard Rs. 20 
Iskhs and for Bharat Elec!b:onics Rs. 10 lakhs. The limit of Rs. 15- 
lakhs laid down in the Act setting up the air corporations also 
appears to be very low. The Third Plan document stated that the- 
powers of the boards for sanctioning capital works would have to 
be considerably enhanced as the limits stipulated in the case of 
some of the big undertakings were too low. 

5.12 We feel that the existing position should be examined with a 
view to making an upward revision in the case of the larger under¬ 
takings. With the setting up of the public corporations proposed by 
us there will be still greater scope for enhancing the powers of the- 
governing boards in the matter of sanctioning capital works. 

5.13 Where Government sanction the Detailed Project Report 
with detailed estimates the Boards acquire full powers to incur 
expenditure. But cases where this has been done have been rare 
with the result that undertakings have had to go up to the Govern¬ 
ment for approval of each component of the project construction 
programme. Moreover, in case the sanctioned estimates have to be 
revised upwards by more than 10 per cent, the whnle case has to be 
re-submitted to Goverment for re-scrutiny in detail. It must be- 
pointed out that proposals for obtaining Government approval to 
increases in estimates are normally moved during the construction 
phase, and delays in going ahead with the job result in the holding 
up of work on other components of the construct|on programme too.- 
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Under such circumstances time is of the essence. The mere cessa¬ 
tion of work itself might cost much more as a result^ of the delayed 
realisation of benefits than any possible saving effected as a result 
of comprehensive re-examination. We feel that the range of 10 per 
-cent could be raised to 15 per cent in view of the fact that there is 
almost always a general increase in prices between the time the DPR 
is'^ prepared and the sanction is issued and work taken in hand. 
Moreover, the costs often go up for quite obvious reasons such as a 
change in the source of external aid or a manifest rise in the price of 
a major portion of the equipment required. In such cases, we sug¬ 
gest that the whole proposal need not be re-examined; scrutiny 
should be confined to the specific item or element of the proposal in 
which the increase had occurred and the possible effect of such an 
increase on the profitability of the project. 

Delegation of Powers 

5.14 In most cases, it is the board that delegates powers to the 
Managing Director or General Manager. But in a few cases such as 
Hindustan Aeronautics, Bharat Earth Movers, Mazagon Docks etc, 
the Articles of Association provide for powers to be delegated by 
the President. In the case of the Hindustan Steel, the powers dele¬ 
gated by the Board to the General Manager or the Financial Adviser 
are subject to the approval of the President. There can be no doubt 
that these provisions are an unnecessary and undesirable interfer- 
•.ence with the management functions of the board. We cannot think 
of any valid reason for fettering the discretion of the board in dele¬ 
gating powers to its principal executives. It appears that some of 
the undertakings (Heavy Electricals is one), whose Articles of 
Association contained such provisions, have since amended them 
to achieve conformity with the general pattern. We recommend 
that Government should not reserve any powers in this respect but 
should allow the board full freedom to delegate powers to its execu¬ 
tive officers. The Government will of course receive information 
about any delegation that the board may decide upon, and they can 
always make a suggestion or give a directive to the board in case 
they consider such a directive necessary and desirable. 


Issue of Directives 

5.15 In view of the fact that public undertakings are to be operated 
in the collective interest and within the framework of a national 
economic plan, the power to issue directives must be vested in the 
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Government. In actual practice, however, this power is very rarely 
used. According to information furnished by the Ministries and th* 
public undertakings in this respect, only two directives seem to 
have been issued in the last two years, one to the Life Insurance 
Corporation and the other to the Indian Drugs and Pharmaceuticals 
Ltd. The main reason for this appears to be that the controlling 
Ministry is able to have its own way throu^ more informal methods. 
In fact, there are a variety of ways in which the Minister can in¬ 
fluence the decisions of a public undertaking without issuing a 
formal directive. The board is set up by the Ministry, and aware 
of this fact. The Minister can normally exercise a good deal of in¬ 
fluence and even control through discussion, negotiation and pres¬ 
sure. The board v/ill not be irresponsive to his counsel or ideas. But 
the Minister must respect the limits that the autonomy of the board 
imposes, on him. He has the right to issue a directive when he feels 
that the national interest demands that the board should not allow 
its judgement to be determined by purely commercial consider¬ 
ations. But every time he suggests that the board should .set aside 
commercial and economic considerations and act in a manner that 
national interest, as interpreted by him, requires, the Minister must 
be willing to issue a formal directive if the board does not agree 
with his suggestions. The Minister has to be willing to issue a 
formal directive since he should not exercise power without taking 
public responsibility for his intervention. Any other course of action 
will be unfair to the undertaking and unfair to Parliament. We, 
therefore, recommend that any suggestion from Government to a 
public undertaking asking it to act in a manner other than that 
dictated by economic grounds should be in the form of an open 
directive and should be duly brought out in the Annual Report of 
the undertaking concerned. 

Informal Control 

5.16 We have covered so far only the formal elements of Qovmh- 
ment control. We have no doubt that certain powers have to be 
vested in the Minister for the regulation of public enterprises; c.jf. 
the power to appoint and remove board members, to give the under¬ 
taking open directives and to approve its long-term plans and capitaL 
expenditure programmes. The problem arises from the fact that 
armed with these powers the Minister and the Secretary may, U 
they so wish, exercise a degree of control far in excess of that envis¬ 
aged by the statutes or Articles of Association and reduce the auto- 
109 H.A.—6 
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nomy of the public enterprise to a mere fiction. We have already 
referred to the remarks made by the Estimates Committee (1st Lok 
Sabha) in their 16th Report that the public undertakings had 
become adjuncts to Ministries and were being treated more or less 
on the same lines a's any subordinate office or organization. To an 
extent, such a situation is imavoidable when a developing country 
has to enter new fields of industry as a pioneering activity. Under 
such circumstances, the persons entrusted with the task of running 
the enterprise are themselves new to the job and are not able to 
speak with the authority which conies naturally to persons who have 
risen to the top from within the industry or the enterprise itself. 
This sometimes leads the senior officials of the Ministry to entertain 
the feeling that they know better and so attempt to substitute, in 
informal ways, their own judgment for that of the management. 
The fact that open directives are issued rarely also suggests that 
the Ministry is able to secure compliance with its wishes through 
informal means. 

5.17 We have had this consideration in mind while suggesting 
that a Secretary or a large number of Ministries’ representatives 
should not be appointed to the management boards. We have 
endorsed the existing practice that one representative of the con¬ 
trolling Ministry and another of the Finance Ministry should be 
appointed as part-time members to the board because it enables a 
greater delegation of powers to the board than would otherwise 
have been possible. But if the presence of the representatives is to 
be really fruitful, it is necessary that they have the authority to 
speak on behalf of their Ministry during the board meetings- From 
our discussions with the heads of many public undertakings we 
have gathered that many proposals adopted by the board with the 
full concurrence of the representative of the Ministry were later 
re-examined in the Ministry even though its representative had 
agreed to it during the board meeting; in many cases, the same 
official adopting a contrary view when the proposal went up to the 
Ministry. Such practices take away much of the value of this 
arrangement. we agree that it cannot be possible in all cases 

lor a representative to commit his Ministry to a proposal, we feel 
that the representatives of the Ministry should be able to have con¬ 
sultations and formulate the views of the Ministry on most matters 
appearing on the agenda even before they go to the meeting. In 
eases where the matters involved are such as take time, the Ministry 
can always ask for another meeting in two or three weeks. We feel 
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that if a determined effort is made at the Ministry, its represraite- 
tive can generally be in a position to speak on behalf of the Minis¬ 
try at the meetings of the board. This might be possible only if 
the officer is a sufficiently senior person. We, therefore, recommend 
that the Ministry’s official appointed as a part-time member of the 
board should not be below the rank of a Joint Secretary, The posi¬ 
tion would further improve if the Ministry laid down the broad 
policy on important issues and reduced insistence on submission of 
individual cases for Government approval. 

5.18 Another important factor in the Government-undertaking 
relationship from the point of view of informal control is the deputa¬ 
tion of serving Government officials to the executive posts in the 
public undertakings. Trained and habituated as civil servants are 
to implementing ministerial directions, it is difficult for them to take 
ministerial advice less seriously than Government orders. Further, 
being junior in service to the senior officials of the Ministry, it is not 
possible for them to disregard official advice howsoever informally 
^ven. Shri Asok Chanda, in his book on Indian Administration 
<1958), has remarked that ‘it is not sufficient to enjoin that directions 
of Government should be issued in writing to the corporations; it is 
more necessary to ensure that the officials in charge are not in¬ 
fluenced by the views of their official superiors in the central minis¬ 
tries on whom their advancement largely depends. It is imperative 
that they should be placed beyond the pale of such direct or indirect 
influence; this can only be done if they were to retire and sever 
their connection with their parent service.’ We fully recognize the 
force of these arguments and the soundness of the principle. But ik 
the circumstances'that obtain today, it may not be possible to imple¬ 
ment this principle at aU levels. At higher levels, however, the 
Government officials eligible for the top management posts will 
^ordinarily be nearing the end of their service. It should not be diffi¬ 
cult to make their transfer to the public sector irreversible, especial¬ 
ly if the salary and perquisites in the public sector compared favoid¬ 
ably with those prevailing in the parent Government service. We, 
therefore, recommend that the top management posts should be 
filled by deputationists only when there is no other suitable alter¬ 
native. We also recommend that where officers have to be 
appointed, only those who have experience of working in public 
undertakings or similar establishments should be selected for top 
management posts like those of the chairmen or full-time bom:^ 
members of undertakings, and that officers selected for appokit- 



ment to these posts should be asked to sever their connections with; 
the parent service on such appointment. A similar course of action 
should be adopted in respect of the posts of General Managers and 
Financial Advisers of the larger units. 

5.19 The status accorded to the head of a public undertaking has 
an important bearing on the working relationship between the under¬ 
taking and the controlling Ministry. In India, at present the Secre¬ 
taries are in almost all cases manifestly senior and superior to the 
heads of public undertakings- In fact, the Government order* re¬ 
lating to the salaries of top management posts in the public sector 
lays down that an officer cannot draw a salary higher than that of a 
Secretary unless he resigns from Government service. The existing 
position needs to be reviewed in the light of our proposal for setting 
up larger integral public corporations. The comparative position in 
the United Kingdom, where the form of public corporations has 
been generally adopted, is that the chairmen and even the vice- 
chairmen of the larger public corporations draw substantially higher 
salaries than the highest paid civil servants in the Government, This 
pattern, we feel, has certain advantages: first, a senior civil servant 
who has had the requisite prior experience will be more willing to 
render service in the public sector even if it means disconnection 
with the parent service; and secondly, being senior in service and 
status to the Secretary he will be in a better position to withstand 
th-e informal suggestions and pressures that emanate from the 
Ministry. We, therefore, recommend that the chairmen of the pro¬ 
posed integral corporations should be accorded a status consistent 
with the requirements and im{x>rtance of their functions, even 
though it may mean a status higher than that of the senior-most 
permanent civil servant. We feel that in the case of the larger in¬ 
tegral corporations that may be created, the chairman should be 
given a status equivalent to that of the Governor of the Reserve 
Bank of India. 

Effectiveness of Control 

5.20 In the preceding paragraphs we have considered the factors 
and influences, formal and informal, that lead to excessive and 
undue control by Government. We must now consider the degree 
of effectiveness -with which Government control is exercised in areas 
where it is vital and necessary. In general, it depends upon the 


♦Cabinet Sectt’s O.M. Mo. 72/45/CF-6S, dated 13th October, 1965- 
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effectiveness and clarity with which Government lays down th« 
hroad policy in such areas and the concrete steps taken to secure 
the implementation of that policy. The Parliamentary Committees 
have pointed out several instances, e.g., in their reports on the Oil 
^ Natural Gas Commission and the National Buildings Construc¬ 
tion Corporation, in which serious shortcomings in the working of 
some of the public undertakings came to Government’s notice only 
after a considerable lapse of time or when some external agency 
drew attention to what had happened. 

5.21 There are also other instances of the failure of essential con- 
trrf. These are instances in which, despite the importance of the 
issues involved, Government have either contended themselves with 
issuing suggestions or have been imable to secure effective compli¬ 
ance with the instructions issued by them to public Undertakings. 
"Very often such a situation is conveniently countenanced in the 
name of the ‘autonomy’ of the public undertaking. In our view, this 
is a mistaken notion of autonomy. The instances given below are 
illustrative; 

(i) Government have addressed the public imdertakings on 
several occasions emphasising the need for making ade¬ 
quate financial and accounting arrangements and for 
setting up cost accounting imits and management account¬ 
ancy organizations. Despite these suggestions and ex- 
hortations a number of undertakings have not taken effec¬ 
tive steps in this direction, even though this serious short¬ 
coming has been repeatedly pointed out in the Audit 
Report (Commercial). An examination of the cinmlars 
issued over a period of the last ten years shows that Gov¬ 
ernment have confined themselves to making sugges¬ 
tions. In such an Important matter Government shoidd 
have ensured that the consultancy services required by 
the pubhe undertakings in this respect were available, 
and given them specific directions instead of merely asking 
for the action taken to be intimated to Government ‘in 
due course'. 

!(ii) As observed by the Committee on Public Undertakings 
(8th Report, 1965), there have been large variations in 
the scales of accommodation provided to the empioyeer 
of different public undertakings. It has been pbiiited ott* 
that no proper standards were fixed by GovetnnSOTi tffl 
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1960, and that even after they were prescribed by the 
Ministry of Finance in 1960, they were not followed or 
adhered to by all the public undertakings. 

(iii) The position with regard to the controlling of inventories- 
is similar. We had asked the Ministries to indicate the 
steps taken by Government to reduce the huge inventories 
built up in the public undertakings. In reply, many 
Ministries have stated that inventory control is a purely 
management function. While we agree that the manage^ 
ment has the responsibility for controlling inventories, 
we feel that in the context of the locking up of public 
funds in unduly large inventories, a clear responsibility 
attaches to Government for ensuring that all concrete 
steps are taken by the public undertakings to improve the 
position. Tlje Bureau of Public Enterprises has only re¬ 
cently set up a team of technical officers to scrutinise the 
inventories and examine their reasonableness. 

8.22 We feel that Government should free the public enterprises 
from a large part of the control they are exercising at present and 
concern themselves mainly with its larger aspects. By reducing the 
spread of Government control, which appears to be much larger 
than it need be, Government will be able to focus attention on vital 
and strategic points, and thereby, ensure a more effective compli¬ 
ance with their policies and directives. This can be brought about 
only if there is a change in the attitude of the Minister and his 
senior officials. In fact, it wiU require a scrupulous and punctilious 
self-restraint on the part of the Minister. As the attitude of th& 
Minister depends largely on that of the Members of Parliament to¬ 
wards the autonomy of the enterprise and towards the role of the 
Minister, it appears, equally necessary for the Members to impose 
scrupulous restraint on themselves. We feel that this is essential if 
oublic imdertakings are to acquire the requisite measure of autono¬ 
my and the ability to stand firmly on their own feet. 

^ Government Machinery for Coordination and Control 

5.23 This subject mainly falls within the purview of the Study 
Team that the Administrative Reforms Commission have set up to 
examine the machinery of the Government of India and its proce¬ 
dures of work. We have had the benefit of going through the relevant 
sections of , the interim report submitted by the Study Team. We 
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shall confine our examination to the limited area relating to the 
public undertakings and the machinery that the Government require 
to deal with the administrative responsibility for this area. 

5.24 With the rapid expansion of industry and the public sector, 
the creation of new ministries to deal with the increased amount of 
work in this field was inevitable. What was previously being looked 
afterl)y the single Ministry of Commerce and Industry is now divided 
among several Ministries like the Ministries of Industrial Develop¬ 
ment and Company Affairs; Commerce; Steel, Mines and Metals; 
Petroleum and Chemicals etc. During this period the number oi 
public undertakings also increased considerably. This led to prob¬ 
lems of coordination hnd a number of Government agencies came to 
be concerned with different aspects of work relating to the public 
enterprises. Before the creation of the Bureau of Public Enterprises 
in March, 1965, the Project Coordination Division of the Ministry 
of Industry was responsible for coordinating important policy matters 
relating to all public undertakings; it now deals with only those 
issues which do not involve policy decisions. In addition to the 
Bureau and the Project Coordination Division of the Ministry o< 
Industrial Development and Company Affairs, a number of othee 
agencies are also concerned with the public sector work e.g., the 
Management Division (COPP) and the Industry Division of the 
Planning Commission, the Department of Coordination in tlw Ministry 
of Finance and the Ministry of Home Affairs (for work relating to the 
Industrial Management. Pool). We are of the view that much of the 
existing multiplicity in this respect can and should be reduced by 
entrusting this work to an expanded Bureau of Public Enterprises. 

The Functions of the Bureau of Public Enterprises 

5.25 An office memorandum dated April 5, 1965, defined the fune- 
tions of the Bureau as follows: 

(iX to provide a central point of. reierence, consmtation and 
advice on important aspects of management of public 
enterprises; 

(ii) to explore all avenues of economy in the capital costs of 
the projects; 

(iii) to devise steps to improve the productivity and profitability 
of the enterprises; 
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(iv) to review periodically the working of individual units as 
also to undertake examination of selected areas of their 
performance; and 

(v) to present to Parliament or Government agencies reports 
and reviews of their working. 

5.26 The Study Team on the Machinery of the Government of 
India have included in their Interim Report a list of functions to be 
performed by an expanded Bureau of Public Enterprises. They have 
"considered this question in the overall context of the need for greater 
coordination in the field of industrial development, and have suggest¬ 
ed ‘a nodal agency from which effective leadership and initiative can 
low in overall matters relating to industrial problems’. Our recom¬ 
mendations are limited mainly to the role and the fimctions that 
should be assigned to the Bureau of Ihiblic Enterprises. 

5.27 We feel that the basic nature of the Bureau should be that 
®f a service agency ; one of assistance to the public enterprises and 
Ihe Ministries concerned rather than that of proctorial supervision 
of their deficiencies and failures. It is important in particular that 
the Bureau does not become yet another authority for indirect con¬ 
trol of the enterprises. If the Bureau takes on such functions, it 
would reduce much of its utility. The assumption of such a role 
would be wholly inappropriate as the primary responsibility for the 
efficient management of the enterprises rests on the enterprises 
themselves, and that for supervising their working and accounting 
ior their performance to Parliament on the Ministries concerned. 
While the Bureau with its specialised experience can be of great 
assistance to the Ministries as well as the enterprises in discharging 
these difficult tasks, it would be harmful to duplicate the authorities 
responsible for these fimctions. Such duplication could only lead 
to diffusion of responsibility and irksome interference. It is in this 
light that we have considered the functions that should be performed 
by the Bureau. The list drawn up by the Study Team on the machi¬ 
nery of the Government of India has been of considerable help to us 
in coining to our conclusions. ’ 

5.2S In considering a suitable organization for the Bureau, we 
have attached priority to the services that it will have to render 
HVg the provision of consultancy assistance to the enterprises 
ui important matters like problems of construction, difficulties and 
bottlenecks In production, manpower and other personnel problems 
and difficulties in setting up suitable finance and accounts organi- 
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•zations. The Bureau could also render greater assistance as a 
clearing house of information. The other important function that 
the Bureau can perform is that of assistance to Ministries in 
systematising the appointments to the boards 'and other top 
management posts, the scrutiny and evaluation of feasibility studies 
and DPRs and in the appraisal of the different aspects of the work¬ 
ing of the public enterprises. 

5.29 Another important function that has been assigned to the 
Bureau is that of presenting reports and reviews of the working of 
public undertakings to Parliament and .Government agencies. Upto 
now the Bureau has been compiling a consolidated Annual Report o» 
the working of the industrial and commercial enterprises of the Cen¬ 
tral Government based on their Balance-Sheets and Profit and Loss 
Accounts. We feel that the usefulness of this report, which at pre¬ 
sent is factual, can be considerably enhanced in many ways. The 
Bureau can also make its expertise available to Ministries in making 
a critical review of the financial results of the enterprises. In fact, 
it will be most advantageous if the Bureau can be continually engag¬ 
ed in the appraisal of different aspects of the working of the public 
enterprises for bringing to the notice of the Ministries concerned 
the serious deficiencies of defects of co-ordination that might have 
been noticed. These could then be resolved through the appropriate 
inter-ministerial cpmmittee before an external appraising agency, like 
the Committee on Public Undertakings or the auditors, observes and 
brings these matters to Government’s attention. In other words, 
the Bureau will be in relation to the Government what the internal 
audit organization is to an enterprise. We feel that a bigger role than 
this in conducting external appraisal will lead to unnecessary duplica¬ 
tion of work since such an appraisal will in any case be done by the 
Committee on Public Undertakings and, in a different form, by the 
Comptroller and Auditor-General. 

5.30 It is on these considerations that we have drawn up the list 
of fimctions to be assigned to the Bureau as given in Annexure HI. 
We feel that the most appropriate organizational set-up for the 
Bureau will be on functional lines and suggest the work to be 
divided broadly under four divisions; viz, (i) technical—to cover 
work relating to planning and construction of projects as well as 
production difficulties an^ bottlenecks; (ii) financial—for work relat¬ 
ing to the preparation of the Annual Report on the working of public 
enterprises and for tendering advice to them on problems oi finance 
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and accounts and in the adoption of modern techniques of financial- 
management; (iii) personnel—for work relating to the panels of' 
persons suitable for appointment to the boards and other top manage¬ 
ment posts, help to the enterprises in evolving cadre development 
schemes including inter-undertaking transfers and the implementing 
of a manpower scheme for manning a portion of senior management 
and technical posts in undertakings participating in the pool scheme; 
and (iv) general management—for work relating to examination by 
Parliamentary Committees, including processing and securing imple¬ 
mentation of their recommendations, provision of management con¬ 
sultancy and other services for the public undertakings and acting 
as a clearing house of information as well as an agency for promoting 
study and research in the problems of public undertakings. The- 
organisational chart worked out on the above basis appears as 
Annexure IV. 

5.31 We feel that an important task of the Bureau will be to indi¬ 
cate its role and prove its utility. We suggest that the Bureau should 
act as a catalytic agent for promoting study and with the help of 
Department of Administrative Reforms, Institutes of Management 
and other specialised institutions, organize and encourage expert 
groups to study the special problems of the enterprises and work out 
solutions which could be adopted for general application. 

5.32 We have assigned to the Bureau a much bigger role and range 
of functions than what it has at present. Another study team con¬ 
stituted by the Commission to examine the machinery of the Gov¬ 
ernment of India too have recommended an expanded Bureau of 
Public Enterprises. We feel that the existing arrangements under 
which the direction and guidance from the top is provided on a part- 
time basis by a Secretary in the Finance Ministry would definitely 
be inadequate in the future if the Bureau is to do justice to its new 
role. We recommend that, in view of the functions that we have 
proposed for the Bureau, it is essential that the Bureau is placed 
under the full-time charge of a senior officer, not below the rank of 
Additional Secretary, who has had experience of working in the 
public undertakings and not only in the administrative Ministries. 
In fact, the Bureau should ordinarily be staffed with persons who 
have had experience of working in the public enterprises. 

Location of the Bureau of Public Enterprises 

5.33 The Study Team on machinery of the Government of India 
have made a specific recommendation on this question in para. 3.3.4 of 
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their Interim Report. They have recommended that, a full-fledged 
Department of Industrial Development should be set up within tha 
Ministry of Industrial Development and Company Affairs to act as 
nodal agency for industrial co-ordination; and that the Ministry 
should have two sectoral Departments in addition, one of Engineering 
Industries and the other of Chemical Industries. Their suggestion is 
that the Bureau of Public Ente^rises should be located in th» 
Department of Industrial Developmraat. 

5.34 We have carefully considered these recommendations of the 
Study Team in the light of our own examination of the subject. 
The Bureau of Public Enterprises is, at present, located in the Minis¬ 
try of Finance. It was set up in the Department of Coordination 
(Ministry' of Finance) in March, 1965. It was then transferred to the 
Cabinet Secretariat in January, 1966 but the arrangement being found 
less advantageous, it was re-transferred to the Department of Co¬ 
ordination in June, 1966. We feel that from the point of providing an 
appropriate focus for co-ordination and ensuring the smooth working 
of public undertakings, the Bureau should continue to be located in 
the Ministry of Finance. The following are the more important: 
reasons for our view: 

(i) The Bureau should above all be a service agency and should 
be organised with a view to providing expert and consul¬ 
tancy assistance to the public undertakings. If located in 
the Ministry of Industrial Development and Company 
Affairs, it will inevitably come to acquire a controlling 
aspect which would take away much of its utility. 

(ii) The Bureau is entrusted with the task of compiling periodi¬ 
cal reports on the working of the public enterprises of the 
Central Government for submission to the Cabinet and the 
Parliament. It also plays a role in the appointments to 
key posts in all Central Government undertakings. To the 
extent that these functions are performed ift relation to 
non-industrial undertakings, its location in-the Department 
of Industrial Development will be inappropriate. 

(iii) One of the important tasks of the Bureau will be to undM^ 
take the appraisal of different aspects of the working of 
public enterprises. For this task to be performed objec¬ 
tively it will be better to locate the Bureau in a Ministry 
which does not have any direct responsibility for the 
administration of any industrial or commercial enterprise.- 
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(iv) The Ministry of Finance will continue to have to ensure 
co-ordination in all financial matters relating to public en¬ 
terprises. For this purpose an organization will, in any case, 
have to be set up in that Ministry. If the Bureau is also 
located in the Ministry of Finance, public undertakings 
will be required to deal with only one co-ordinating agency 
besides the administrative Ministry. 

(v) I'he examination of project reports and other proposals for 
expenditure in the Ministry of Finance suffer, at present, 
due to a lack of technical proficiency. As a result, much 
of this examination is directed at non-essentials. Often 
objections are also raised due to an inadequate understand¬ 
ing of technical matters. The managerial and technical 
expertise available in the Bureau, as a part of the Finance 
Ministry itself, will help in a better appreciation of the 
proposals by Finance, making its examination more know¬ 
ledgeable and purposeful. 

On these considerations we are convinced that it wiU be more 
appropriate to retain the Bureau of Public Enterprises in the Minis¬ 
try of Finance, even if a Department of Industrial Development is 
established on the basis of the recommendations made in the Interim 
Report of the Study Team on Machinery of the Government of India. 

- Organization in the Controlling Ministries 

5.35 This too is a subject which falls within the purview of the 
Study Team on Machinery of the Government of India. We have 
dealt with this question from the limited angle of the need for setting 
up nucleus technical and planning cells in the Ministries for improv¬ 
ing the quality of project scrutiny and evaluation in the Govern¬ 
ment and for a better appreciation in the Ministry of the broader 
technical and economic aspects of enterprises. In fact, the Third 
Plan document had suggested that such cells should be set up but 
the Ministries have not yet made much progress in implementing 
the suggestion. The Parliamentary Committees, in their reports on 
tile Heavy Engineering Corporation, the Oil and Natural Gas Commis¬ 
sion, and the Fertilizer Corporation of India, have reiterated the 
need for setting up such ceils in the Ministries. 

5.36 We recommend that a nucleus technical cell should be set up 
in each Ministry concerned with public undertakings to enrich the 
quality of the s:nitiny and evaluation of feasibility studies and 
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Detailed Project Reports, to secure proper processing and utilization* 
of the reports and returns submitted by the public undertakings,, 
particularly of projects under construction, and to expedite action o« 
various proposals received from the public undertakings in the 
Ministries and agencies of the Central Government. 

5.37. We, however, feel that with the setting up of a properly 
staffed and expanded Bureau of Public Enterprises and the building 
up of the management organization in the public enterprises, it will 
not be necessary to set up an elaborate organization in each Ministry. 
In fact, with greater delegation of powers to the public enterprises, 
as we have suggested, the workload in the controlling Ministries will 
be considerably reduced. It will be appropriate, therefore, to set up 
only a nucleus organization in the Ministry. This cell can, of course,, 
avail of the expertise available with the Bureau of Public Enterprises 
and the Directorate General of Technical Development. We make 
this recommendation in view of the fact that the type of talent re¬ 
quired to build up the organization of the Bureau, the various staff 
groups in the public enterprises and the'technical cells in the Ministry 
is already scarce and it will not be desirable to build up similar or¬ 
ganizations performing similar functions, and yet multiplied and! 
located at different places. 

Location of Public Enterprises 

5.38 With the integration of undertakings into larger multi-unit: 
corporations it will be necessary to review their location under 
different Ministries. We feel that the general principle should be to 
locate a public enterprise on the functional principle, i.e., with the 
Ministry that is concerned with the development of that sector of 
industry, and not with‘the Ministry which is concerned with the 
customers’ interest in the products of the undertaking. There may 
be exceptions, however, as in the case of the undertakings of the 
Ministry of Defence. We have not made any recommendations on 
this point about the defence undertakings, since another Study Team 
is looking into the question. Our proposals for the grouping of 
Central Government public undertakings amongst different Minis¬ 
tries appear in Annexure V. 

3. Reports and Betnrns 

5.39 Public enterprises have to submit various kinds of reports- 
and returns to different agencies of the Government. Some are re¬ 
quired under rules and regulations that are also applicable to similar 
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enterprises in the private sector, e.g., the ones submitted to autho¬ 
rities like the Registrar of Companies, Inspector of Factories, Labour 
Department, etc. Besides these, reports are submitted to the con¬ 
trolling Ministry or other departments of Government by virtue of 
the fact that these enterprises are agencies of the Government and 
■are subject to Government’s control and supervision. It is with the 
latter class of reports that we are here concerned. 

5.40 An analysis of the existing position shows great variations in 
the number of reports submitted by different enterprises. It also 
rshows that many enterprises are required to furnish an extremely 
large number of reports and returns. For instance, the Oil and Natu¬ 
ral Gas Commission (ONGC) submit about 59 reports during the year, 
the Neyveli Lignite Corporation 51, ITI 43, Mogul Line 41, Mining and 
Allied Machinery Corporation (MAMC) 27, Hindustan Machine Tools 
(HMT) and the lilC 26 each, the National Coal Development Corpo¬ 
ration 23 and the Indian Oil Corporation (IOC) 19. On the other 
hand, a few large undertakings make relatively fewer reports and 
returns, e.g., only 8 reports are submitted by the Fertilizer Corpora¬ 
tion of India, 9 by the Heavy Engineering Corporation, 5 by Bharat 
Earth Movers, and 3 each by Instrumentation Limited and the 
National Mineral Development Corporation. 

5.41 A more detailed analysis of the relevant information reveals 
variations in the number of reports of the same kind submitted by 
■different undertakings. For instance, most undertakings submit one 
or two reports connected with the complaints and vigilance cases while 
the National Buildings Construction Corporation (NBCC) sends 6, 
and the MAMC 5; as for reports of a financial nature, generally one 
or two reports have been indicated by most 'undertakings, but in the 
ease of the Neyveli Lignite Corporation, the number is 8, and for 
Mogul Line 4; and, in the case of returns relating to labour and 
personnel matters, against the normal number of 2, or at most 3 
reports, the NBCC submits 7 returns, the HMT 6 and Mogul Line 
and Hindustan Salts 5 each. Even accoimting for some difference 
in the criteria adopted by the undertakings in furnishing this infor¬ 
mation, a large degree of variation in the volume of reporting 
is obvious. 

5.42 Almost all public undertakings have stressed that an unduly 
large number of reports are being called for from them, and at too 
’.trequent intervals. It appears from the studies so far conducted that 
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jthis voluminous information collected in the controlling Ministry is 
not put to adequate use. The studies conducted by the COPP 
Management Division, Planning Commission, indicate that the exist¬ 
ing information systems are not streamlined and effective enough, 
and that it is doubtful whether any serious analysis could be made 
of this data, which often, were loosely presented and much out-dated. 
Nor do the Ministries have sufficient expert staff at present to process 
the information obtained and suggest follow-up action. The Parlia¬ 
mentary Committees have often commented upon this feature. The 
' Committee on Public Undertakings, in its first report on the NBCC, 
has pointed out that ‘despite the submission of 11 reports and returns 
neither the administrative Ministry nor the Ministry of Finance were 
aware of the difficult financial position of the Corporation in time’. 
In their 5th Report on the ONGC, the Committee has remarked that 
the Commission submitted about 55 periodical reports and returns 
without the Ministry getting a clear picture of the problems and pro¬ 
gress of the Commission. The Committee expressed the view that 
‘these reports have not served the purpose for which these might 
have been introduced’, and recommended that ‘the form and number 
of reports and returns should be reviewed by Government imme¬ 
diately with a view to rationalising them and increasing their utility’. 
The Committee reiterated this recommendation in their 6th report o* 
the Fertilizer Corporation of India. 

5.43 In our view, the existing system of reporting as between the 
public enterprises and the Government suffers from the following 
defects; 

(i) A rational and up-to-date system of reporting is yet to be 
designed for providing the Government with timely infor¬ 
mation about the true picture of the enterprise; 

(ii) in many cases, an unduly large number of reports and 
returns are being obtained from the public enterprises and 
at too frequent intervals; 

(iii) the form and contents of the reports need to be modified 
to cut out non-essential information and to concentrate on 
important items of information that the Government re¬ 
quire for exercising control at key points; and 

(iv) adequate, expert cells do not exist in the controlling Minis¬ 
tries or at a central point in the Government for proces¬ 
sing the reports and returns and for taking follow-up 
action on them. 
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I 5.44 Recently, the Bureau of Public Enterprises has taken up the 
question of establishing a more rationalised and standard system of 
reporting by the enterprises. It has, in cooperation with the COPP” 
Management Division of the Planniiig Commission, the Directorate 
General of Technical Development and the Ministries concerned, re¬ 
vised the prescribed forms relating to the monthly production reports 
of engineering, chemicals and pharmaceutical industries. A similar 
revision in respect of other industries and projects under construction 
is reported to be under way. The COPP Management Division which 
lias done pilot work in developing methods of reporting and present¬ 
ing progress on selected projects, has recently taken steps in coope¬ 
ration with the Bureau to establish a Project Information Room to 
display the information received every ”month from the projects by 
the Bureau. The Bureau is also contemplating a revision of the 
quarterly financial reports submitted by the Financial Advisers. 

5.45 The question of submission of reports to Government is very 
much linked with the internal information and reporting systems of 
the public enterprises. Taking an overall view, the information and 
reporting system can be sub-divided as follows; 

(i) reports submitted by the public enterprises to the 
Government; 

(ii) reports submitted by the management to the Board of 
Directors; and 

(iii) reports submitted by the different departments of the 
undertaking to its top management. 

The last two categories cover the information and reporting system 
within the undertaking which we have taken up later in the ninth 
chapter. It may be mentioned here that installing modern systems of 
management and information reporting within the enterprise will 
considerably simplify the problem of devising the proper method of” 
reporting as between the public undertaking and the Government. 
In most cases, it should be possible and sufficient for the controlling 
Ministry to confine itself to such information as the management 
needs for its own purpose. The objects for which the Government 
call for reports and returns from the public enterprises are equally 
relevant to the kind of information that should be available to the 
managements. We feel that if it is ensured that the required infor¬ 
mation, properly analysed, is available to the management, the Gov¬ 
ernment will need very little information extra to that which is com- • 
piled and put up to the management board of the public enterprise.. 
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We, therefore, suggest that, as far as possible, the forms devised for 
presenting information to the Government and to the management 
hoard should be identical. 

5.46 We recommend that an expert Study Group should be set up 
for carrying out a more detailed examination of the problem. The 
Bureau should take action in cooperation with the COPP Manage¬ 
ment Division and the Ministries concerned, also enlisting the assist-, 
ance of external consultants in this field. It is necessary first to 
review the information requirements of the controlling Ministries 
and other Government agencies to avoid overlapping and to enable 
standardized returns to be developed. We suggest that such a review 
should be conducted to cover both the requirements of financial 
management as well as the non-financial operating statistics required 
by various Government agencies for the planning and management 
of public sector projects. We feel that standardizing the needs in 
these two areas at the top will result in a greater degree of uniformity 
■within the public sector itself. 

5.47 We feel that normally there should hardly be any occasion 
to call for reports from the public enterprises at intervals more 
frequent than, say, once a month. We suggest that the weekly and 
fortnightly reports that are at present in force should be dispensed 
with straightaway, unless required by law, or exceptional reasons 
■exist for obtaining the information from an ‘autonomous’ body at such 
frequent intervals. We suggest that every controlling Ministry should 
also periodically review the extent of utilization of these reports in 
-order to cut out non-essential items of information and also to ade¬ 
quately strengthen their own organization for carrying out the re¬ 
quired processing and analysis of information and for taking 
follow-up action 



CHAPTER VI 

PLANNING OF PROJECTS 

Introductory 

6.1. In accordance with its policy of achieving rapid industrial 
development, Government have set up an increasing number of pro¬ 
jects in the public sector. By the end of the Third Plan period the 
industrial concerns of the Central Government alone accounted for 
an investment of the order of Rs. 2,200 crores. The Government had 
to break new ground in setting up these projects. It was a pioneering 
effort which the Government undertook in the face of enormous diffi¬ 
culties like lack of experience and technical know-how, paucity of 
trained manpower, low productivity, and the limitations imposed by 
serious gaps in the infra-structure required for industrial develop¬ 
ment. Yet, it is heartening to observe that there are instances of 
projects being completed with efficiency and expedition, well within 
the time-schedule and the estimated cost of construction. The Com¬ 
mittee on Public Undertakings has in their 13th Report (December 
1965) on Planning of Projects observed— 

‘Considering the comparative inexperience in the matter of 
setting up of industrial enterprises, it cannot be said that 
our public undertakings have fared badly. The time in 
which some of our public enterprises have gone into pro¬ 
duction can compare well with similar industries in other 
countries.’ 

6.2 While substantial industrial capacity has been established in 
key areas and considerable advance achieved in acquiihng technical 
know-how and experience and in setting up the necessary organiza¬ 
tion, experience has revealed that in many cases the planning and 
formulation of the project had not been done on a systematic, 
thorough or sufficiently comprehensive basis. In the 13th Report 
referred to above, the Committee on Public Undertakings has con¬ 
cluded that ‘many of the present uneconomic legacies of our under¬ 
takings can certainly be related to inadequate attention having been 
paid to various aspects at the planning stage of the projects.’ The 
draft outline of the Fourth Five Year Plan also states that ‘experience 
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to date has teen that the majarily of the public sector projects have 
taken longer to complete than was initially estimated, benefits from 
them haVfe coihe later than expected, the capital costs have been 
higher than originally planned, and consequently returns on capital 
have been smaller than was expected when the projects were 
approved.’ 

6.3 In addition to the heavy investment^ already made in these 
projects, the draft outline of the Fourth Plan envisages a further 
investment of the order of Rs. 3,500 crores in the Central public sec¬ 
tor projects. It this large amount of capital is to yield adequate 
returns, it is essential that the projects are taken to the production 
stage as quickly as possible and the nature and processes of project 
planning improved to the maximum possible extent. We have, 
therefore, considered this subject at length. The reports brought out 
by the Committees of Parliament on the working of public under¬ 
takings and the studies conducted by the Management Group of the 
Committee on Plan Projects (COPP) of the Planning Commission 
have been of considerable assistance to us in our study of the 
planning of projects, 


Delays in Construction 

6.4 Lack of proper initial planning and project formulation imme¬ 
diately manifests itself in delays in construction and in cost over¬ 
runs. The Committee on Public Undertakings, in their 8th Report 
(1965), have compiled detailed information regarding the delays in 
the construction of factory buildings and compared the position pre¬ 
vailing in our public sector with that in foreign countries as well as 
in the private sector in India. A table containing this information 
has been appended at Annexure VI. The exarhple of the fertilizer 
industry in the country is another relevant instance that can be cited. 
The UN Fertilizer Mission that visited the country in 1960-61 expres¬ 
sed the opinion that the normal time schedule for completion of ferti¬ 
lizer plants under conditions prevailing in India should be from 35 
to 47 months. The following table extracted from the 6th Report 
(1965) of the Committee on Public Undertakings, indicates that the 



84 


time actually taken by our fertiliser projects varied from 52 to 
71 months: 


Stage 

Normal time- 
schedule esti¬ 
mated by UN 
Fertiliser . 
Mission 

Approximate . 
time actually 
taken in India 


(Time in months) 

(i) Preliminary analysis, project report, initial deci¬ 
sion to proceed with the project 

4-5 

5-7 

(ii) Preparation of tenders, prdiminary process and 
specifications . . . . . . 

3-4 

3-4 

(iii) Contractors’ project bid, review of bids and 
official decision to construct the plant . 

4-8 

12-20 

(iv) Ordering, construction, erection to completion 
and start-up ....... 

24-30 

32-40 

Total .... 

35-47 

52-71 


Cost Over runs 

6.5 Similarly with regard to the cost of the projects, the following 
table, extracted from the l3th Report of the Committee on Public 
Undertakings, shows the increases in the final cost of some public 
sector projects as compared to the original estimates: 


.No. 

Name of Project/Undertaking 

Original 

Estimate 

Actual/ 

Anticipated 

expenditure 

Percentage 

increase 



(Rs. Crores) 


r. 

Durgapur Steel Plant 

115-00 

205-25 

78% 

2. 

Rourkela Steel Plant .... 

128-00 

230-40 

80% 



(Revised Estimate 1963) 

3- 

Bhilai Steel Plant .... 

IIO-OO 

202*34 

83% 

4- 

Hindustan Teleprinters Ltd. 

1-5 

1-65 

10% 

5- 

Gauiiati Refinery .... 

13-06 

14-51 

11% 

6. 

Hindustan Antibiotics Ltd. 





(i) Pimpri Unit . 

I -15 

1-59 

38% 


(ii) Penicillin expansion . 

0-45 

o-6i 

36% 


(iii) Streptomycin Unit . 

1-73 

2-08 

20% 

7- 

Hindustan Photo Films Manufacturing 
Co. Ltd. ..... 

7-38 

8-53 

15-5% 

8. 

National Mineral Development Corp. 
Ltd. (Kiribaru Iron Ore Project) 

9-06 

11*22 

24% 

9- 

Hindustan Machine Tools Ltd. (Watch 
Factory) ...... 

2*50 

3-68 

47% 

10. 

Fertilizer Corporation of India Ltd. 





(i) Trombay Unit . . . 

24-34 

33-40 

37% 


(ii) Nangal ..... 

20*90 

31*20 

49% 

II. 

H:avy Electricals Ltd. Bhopal 

35-2<; 

49-30 

39-9% 

12. 

Heavy Engineering Corporation Ltd. . 

125-95 

206•50 

64% 
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Existing Deficiencies 

6.6. These overruns in time and cost can largely be traced to the 
lack of adequate initial planning and project formulation. The 
need for carrying out detailed planning is being increasingly re¬ 
cognized but there are still cases of projects being approved without 
insistence on all the stages of preparation and scrutiny that must 
be regarded as essential. The ellipsis of such essential steps results 
in incompletely conceived plans and estimates and leads to unsound 
decisions on project size, scope, location and product mix. For ex¬ 
ample, many projects did not undertake a demand analysis in res¬ 
pect of the products and consequently experienced difficulty in sel¬ 
ling off their products when they went into operation. Frequently, 
the size of the project was determined without considering the ecq- 
nomies of the scale of production or the optimum plant size. In 
some projects, the location or the site was decided without under¬ 
taking soil investigations with the result that half-way through con¬ 
struction, the original site had to be abandoned and the project shift¬ 
ed to another .site. Our study has shown that, at the stage of plan¬ 
ning and formulation, very few projects have considered it neces¬ 
sary to work out the commercial profitability of the enterprise by 
considering the timing of the inflow and the outflow of cash. We 
give below a few illustrations to bring out the more common defici¬ 
encies from which the planning of projects have suffered. 

6.7 In the case of the Trombay Fertilizer Project studied by the 
COPP Management Group, it was observed that for determining 
the scope and the pattern of the product mix, a number of com¬ 
mittees were set up during the various stages of the formulation 
of the project. But no detailed analyses were, however, made on 
these basic issues. Half-way through construction, it was decided 
to appoint -another Committee to study these problems in detail. 
This Committee recommended a different pattern of product mix, 
which necessitated changes in the scope of the project and revisions 
in several contracts that were already under negotiation. Such 
changes in the scope of the project and contracts not only caused 
considerable delays in the execution of the project but also increased 
the cost. Ultimately the project took 6 to 7 years for completion, 
instead of the 3 years estimated before the start of construction. 
The final cost of the project also exceeded the original estimates 
by over Rs. 13 crores. 

6.8 Another instance can be found ih- the case erf the Khetri 
Copper Project of the National Mineral Development Corporation. 
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In this case, the possibility of recovering the by-products in the 
mar-ufacturing process was not visualised at the time''of the plkn- 
mng and formulation of the project. Later, a more thorough- analysis 
of the technical aspects of the project revealed that the project 
would be more economical if some additional plants were installed 
and the by-products recovered- . Thus the scop>e of the ,project had 
to undergo significant changes during the period of formulation and 
this caused delays in implementation. 

6.9 From facts gathered from the Heavy Engineering Corpora¬ 
tion, we understand that the initial decision concerning the site for 
the Foundrj’ Forge Project was based on assumptions which were 
later found to be incorrect. The earlier site investigations were not 
thorough enough to determine the nature of the foundations requir¬ 
ed. It was only during execution, when detailed soil investigations 
were carried out, that it was found that pile foundations would be 
required. As the original project report did not make any provision 
for pile foundations, this item had to be included subsequently. 
This increased both the period as well as the cost of construction. 

6.10 While inadequate soil investigation at the initial plarming 
stage necessitates changes in foundation design and method of work, 
such deficiencies may at times even compel the project to be moved 
to another site. In the Namrup Fertilizer Project* of the Fertilizer 
Corporation of India, the delays and cost overruns were primarily 
due to the poor analysis of site in the beginning. In this case, half¬ 
way through construction, the entire factory had to be shifted from 
the original site because of the unsuitable soil conditions that were 
encountered after the work was started. 

6.11 Information received from the Heavy Electricals, Bhopal, 
reveals how indifferent planning can result in omission and linder- 
estimation of several items. Inclusion of new items or rewsion of 
original estimates created serious financial problems and caused 
considerable delays in implementation. In this case, civil works, 
tools and plant worth Rs. 11 crores were not provided for by the 
consultants in the initial project report. Besides, several works such 
as service tunnel, roads, railway siding, etc., were under-estiniated. 
To some extent, sudi revisions may become necesary in any 
project; ^oweVer, in many cases, such revisions occurred 

•Si?th Report of the Committee on Public Undertatahjis (Third Lofc Sabha) on 
Fertilizer Corporation of India (Relatihg to Namrup Projest). 
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either due to lack of proper assessment of work or inadequate co¬ 
ordination between consultants and the project authorities. 

6.12 Another aspect often not fully considered during initial pro¬ 
ject planning is the availability of the raw materials required. In 
the fertilizer factory at Rourkela Steel Plant f, the assumptions in 
jespect of the quantity and quality of gas available from the coke 
ovens were Wrong. This ereated-serious problems in the operation 
Of the fertiliJier factory. As a result, several sections of the fertilizer 
plant remain^ idle or operated at 5(1% to 56% of the rated capacity. 
Further, even after the Steel plant expanson to 1-8 million tonnes is 
Joarried out as proposed, the fertilizer plant wilh still be unable to 
operate at the full rated capacity unless additional equipment costing 
Rs. 169 lakhs is installed. 

6.13 A few of the coal mine projects have been reviewed by the 
-COPPI. A serious general deficiency that has been noticed in the 
initial project planning has been the lack of proper demand analysis. 
A.ssumptions made initially that coal produced by the mines would 
be consumed by the railways did not turn out right. The railways 
undertook a dieselization programme and their demand for coal was 
considerably reduced. This had been overlooked in the initial plan¬ 
ning- of the coal mine projects. 

6.14 Another inadequacy observed in the planning of projects is 
the lack of co-oruxnation or inte^ation of the project under conside- 
-ratiqn with other inter-dependent projects. An example of this is 
the ivinDuru iron Ore Project of the National Mineral Develqpment 
■Corporation*. In this case, the development of the iron ore mine 
j^roject depended on the establishment of a railway link between 
-the mining area and the port as well as on the construction of iron 
<?re handling facilities at the port. However, the project could not 
go on stream and export the product because the railway link was 
mot ready. As a result of this the installations at the mining area 
lay idle for some time. The work on the railway link then had to be 
•apeeded up. But even after the construction of tiie railway line had 

tEleventh Report of the Committee on Public Undertakings on Rourkela Steel 
Plapt of HSL (May, 65). 

tAn andytical Review of Projects in the Energy Development field: Dugda I 
•Goal Washeryi-Bistampur C6al‘Mkies tad’Chandrapfa^ TBennal Power Station, Com- 
on yi^ Pr^e^,'Plsmning Cpnu^jion (1965). 

♦A* Ah® th® various qusutoqly proB^j . (period 1964-1^6) of Kiribuml 

Iron Ore pfojeef of Hationiu Mmetu Development 'Coipoi^dh. 
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been completed, the export of iron ore was held up as the port deve¬ 
lopment had not been completed. Thus, the operation of the iron ore 
mine was further delayed and the potential export of iron ore lost. 

6.15 Generally, the approach adopted at present in the planning 
of projects i« that at first projects are included in the Plan on the 
basis of studies conducted by Working groups formed in the Plan¬ 
ning Commission for assessing future demand. Thereafter, a feasi¬ 
bility study is taken up by a team set up for the purpose. This team^ 
includes the representatives of the Ministries concerned and also the 
public undertaking, if it is proposed to entrust the new project to 
the undertaking. The Department of Coordination of the Finance 
Ministry have issued a circular on the subject on 7th August 1965 in. 
which the necessity for careful and detailed investigations with re¬ 
gard to the suitability of site, availability of the required natural 
resources, other raw materials, etc, has been empliasised. The same 
Department has issued another circular on the 7th October 1965, 
emphasising that a feasibility study should be prepared before pro¬ 
posing projects for external assistance. In the case of all major pro¬ 
jects the detailed project report provides the basis for the sanctions 
as well as the execution of the project. However, the practice in 
this regard has not been uniform. There have been cases where pro¬ 
jects have been approved without the preparation of the DPR, for 
example, the Trombay Project of the Fertilizer Corporation of India, 
the Alwaye Project of the Hindustan Insecticides, ITI, Hindustan 
Teleprinters, Hindustan Organic Chemicals, etc. In certain cases, the 
DPRs have been prepared twice, e.g,, Bokaro Steel Ltd., National 
Instruments Ltd., the Coal Mining Machinery Plant (now MAMC) 
of the Heavy Engineering Corporation and the Panna Diamond Min¬ 
ing Project of the NMDC. While citing these instances, the Com¬ 
mittee on Public Undertakings (13th Report) have also remarked on. 
the lack of uniformity in the items covered in the DPR, and recom¬ 
mended a standard check-list of items for the purpose. 

6.16 The main inadequacies that our study has revealed are the 
following :— 

(i) A large number of projects have taken longer in construc¬ 
tion and in reaching the full targeted production than ori¬ 
ginally envisaged and have been completed at a cost much 
in excess of the original estimates. One of the main rea¬ 
sons for this has been the lack of proper attention being 
paid to the initial planning of projects. 
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(ii) While planning projects, all the steps required to be taken 
during the project formulation stage are not followed, with 
the result that projects have been executed on the basis 
of incompletely conceived plans arid estimates. 

(iii) Planning has proceeded in a piecemeal fashion, i.e. all the 
technical and economic aspects of the project Ipiave not 
been considered together at one time. This has necessitated 
revisions of the project proposals and led to inordinate 
delays in the initial stage of project formulation. 

(iv) Often during initial planning, decisions have been taken 
on the basis of assumptions which have not been verified 
or supported by a thorough analysis of the sitiiation, facts 
and past experience. 

(v) Specifically, the more significant deficiencies have been: 

(a) lack of detailed analysis on scope and pattern of product 
mix; 

(b) selection of site based on inadequate soil investigations; 

(c) omission and underestimation of several elements of the 
project; 

(d) lack of proper assessment of demand for the product; and 

(e) incomplete analyses of commercial profitability and 
national economic benefits. 

(vi) At times, two or three projects are interrelated or inter¬ 
dependent. In such cases there is lack of coordination and 
sufficient effort is not made to dovetail the different stages 
of inter-dependent projects with the result that a particular 
project, though completed, cannot start its operation till 
another connected project is also complete. 

(vii) There is Jack of uniformity in the steps through which a 
project has to be processed during its formulation stage. 
Some projects have been approved on the basis of prelimi¬ 
nary project analyses, and some have not been approved 
till after the preparation of the DPR. 

Suggestions for improvement 

6.17 There are a series of steps, logical and definitive that should 
be taken in project planning and formulation. To assist the Minis¬ 
tries and project authorities in the planning of projects, a very useful 
Memorandum on ‘Feasibility Studies for Public Sector Projects’ has 
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jjeen prepared by the Planning Commission (Committee on Plan Pro¬ 
jects) in codpei^ation with the Ministries^ We have gone through 
this Memorandum, and find that it- can serve as a good blue-prin; 
and guide for the steps to be taken and the various documents that 
should be prepared before a project is sanctioned and taken up for 
execution, ^he Memorandum calls for the preparation of the 
following documents: 

(i) Preliminary Project Formulation; 

(ii) Feasibility Study Report; and 

(iii) Detailed Project Report/Supplementary Project Estimates. 
It will be worthwhile to briefly describe these documents here. 
Preliminary Project Formulation 

6.18 This is needed primarily to outline the demand for the pro¬ 
duct and the role of the project as a whole in the economic develop- 
ment of the country. This document should indicate broadly' the 
location, profitability and the agencies which should undertake the 
feasibility study, construction and operation of the project. It is the 
first formal step in tlie process of planning and the decision to pre¬ 
pare the feasibility study wll be based on this document. 

Feasibility Study 

6.19 The feasibility study is to cover such aspects as demand ana¬ 
lysis, pricing, technical development, location of the project, project 
estimates, profitability analysis, and assessment of national econo¬ 
mic benefits. The object of this study is to analyse all the possible 
alternatives and to choose the particular alternative which is techni- 
eally sound, economically feasible and nationally most beneficial. 

Detailed Project Report (DPR) /Supplementary Project Estimates 

6.20 The DPR should contain complete technical designs and 
detailed estimates for the chosen project. The Guide on feasibility 
studies for public sector projects insists on a formal DP^ only when 
a foreign consultant is designing the project on behalf of Government. 
In other cases, it envisages the preparation of supplementary project 
estimates on the same lines as the DPR but does not make the ap¬ 
proval of a project dependent on the formal submission and approval 
of the DPR. 



6.21 We do not think it is necessary for us to go into the details 

each of these documents and the way in which they have to be 

^prepared, as these heve been elaborately explained ip the Planning 
•Commission’s Memorandum. We recommend that for every project 
involving investment above a certain limit, say, Rs. 5 crores and 
.above, a feasibility study should be prepared oh the lines set out in 
the Planning Commission’s Memorandum. 

6.22 We would, however, like to emphasise the crucial impoilance 
of a proper demand survey and analysis before going in for sizable 
investment in a project. It is the first important step in the prepara¬ 
tion of the Feasibility Study Report. The present procedure for as¬ 
sessing demand through ad hoc or standing working groups in the 
Planning Commission may be useful for determining plan priorities 
or a notional allocation of resources for different projects, but it is 
certainly not good enough for ah investment decision. We recommend 
that before going in for additional capacity the agency concerned 
should assess the demand for the product in all its aspects, namely, 
the effect of price on demand, the location, pattern and time phas¬ 
ing of demand, and the practical possibilities of selling the product 
under competitive conditions in India and abroad. 

6.23 Another aspect that should be fully examined during the 
preparation of the feasibility study is the possibility that the new, 
capacity that is proposed to be created may already be available in 
some other enterprise within the country. 

6.24 We are in general agreement with the approach adopted in 
Ihe Memorandum on ‘Feasibility Study for Public Sector Projects’, 
and we approve of the suggestions that the Memorandum makes on 
the steps to be followed and the documents to be prepared under 
two possible situations, namely, projects for which experience in 
•designing and construction is available in the country and projects 
for which a foreign technical collaborator is indispensable. 

Projects where foreign collaboration is not necessary 

■6.25 In the case of projects for which designing and construction 
■experience is available within the country, we endorse the sugges¬ 
tion that once the basic investment decision is made on the basig of 
a feasibility study it should not be necessary to prepare a DPR for 
5 )btaining Government sanction. This does pot mean .that tl^e p>ro- 
ject authorities do not have tp car^y ppt .tjie task ,of dotajiled plan¬ 
ning, the preparation of specifiicatinns designs, establishing pf 
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schedules and preparation of the final estimates normally incorporat¬ 
ed in a DPR. It only cans that, since the experience for the 
project is available within the country, the DPR will not, in most 
cases, show wide variations from the feasibility study, and the re¬ 
quirement of yet another approval at Government level on the basis, 
of the DPR may simply occasion delay without any commensurate 
advantage. 

6.26 We, therefore, suggest that project scrutiny and subsequent 
Government approval to go ahead with the project may be based oft 
the feasibility study report, and applications for foreign exchange 
where required, should also be disposed of on the basis of this report. 
Supplementary project estimates should, however, be prepared ift 
such an event. It will be necessary to take account of changes that 
might occur as a result of rise in prices, unforeseen circumstances- 
and omissions or under-estimations. This document should revise- 
and bring out likely changes in the project cost estimates and sche¬ 
dules as compared to those indicated in the feasibility study report.. 
It should also examine the likely impact of the increase on the 
prices of the products. This will enable Government and the publicr 
undertaking to ensure that the revised cost estimates can still be met 
and will not affect the economies of the enterprise. Although partial 
funds for starting construction of the project would have been allo¬ 
cated on the basis of the feasibility study, the final release of funds- 
should be authorised only after the preparation of the supplementary 
project estimates. 

Projects requiring foreign collahoration 

6.27 For projects in which foreign technical collaboration is indis¬ 
pensable, the Planning Commission Guide suggests four steps leading; 
to the implementation of the project, namely, preliminary project 
formulation, technical requirements study, commercial and national 
feasibility study and detailed project report. We agree with the sug¬ 
gestion made in the Guide that when a foreign collaborator is 
employed to prepare the DPR, Government or the public undertak¬ 
ing should prepare a feasibility study from the point of view of 
national economic benefits and the project approval should be based- 
only on this report. 

6.28 The detailed project report which is the final step should' 
contain complete technical designs and estimates for the chosen pro¬ 
ject including the detailed plans on the basis of which construction^ 



93 

could proceed. It should also include a complete lay-out of the plant, 
detailed specifications of work and equipment, complete work plans 
and schedules, contract planning, and materials, manpower and 
linandal plans as well as the necessary organizational structure for 
the project 

Dependence on Foreign Consultants 

6.29 In the initial stages, it was of course essential to obtain the 
services of foreign consultants and collaborators in setting up the 
public sector projects as the requisite technical know-how was not 
.available in the country. Alt’'''ugh Indian consultancy services have 
increased in recent years bot n the public and the private sector, 
we are still very far from the »arof self-sufficiency in this respect. 
In their 13th Report, the Com ;tee on Public Undertakings expres¬ 
sed their particular concern pn ‘our extreme dependence on foreign 
eonsullants and collaborators for setting up projects’. The Com¬ 
mittee further observed that ‘there is hardly any industrial public 
undertaking in the country which has been set up without the help 
of foreign consultants and collaborators.’ 

6.30 The need for developing Indian consultancy services, parti¬ 
cularly the setting up of adequate planning and designing cells in 
“the larger public enterprises, requires no emphasis. Many of the 
larger undertakings like Hindustan Steel, Fertilizer Corporation of 
India, Neyveli Lignite Corporation, ONGC, NMDC and the NCDC 
Lave already set up designing and engineering organisations and have 
.also prepared the DPR for one or more projects undertaken by them 
through their own organization. Recently, the Bharat Heavy Elec¬ 
tricals have performed similar work with regard to the Hardwar 
J’oundry Forge Project although they are yet to set up a full-fledged 
planning and development division. Certain other undertakings 
Rave also built up design and consultancy organizations recently, e.g., 
the Heavy Engineering Corporation, the Mining & Allied Machinery 
Corporation and the Fertilizers & Chemicals Travancore Limited. 
The Technological Consultancy Bureau of the National Industrial 
-Development Corporation has rendered consultancy assistance to 
several projects in the public as well as the private sector. A list of 
Indian consultancy organizations, including private firms and classi¬ 
fied industry-wise, is given in Annexure VII.. Many public under¬ 
takings like Hindustan Organic Chemicals, Hindustan Antibiotics, 
ITI, Hindustan Teleprinters, Bharat Electronics, etc., have indicated 
that although they do not have full-fledged designing and engineering 
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cells they have got sufficient technical capacity to undertake the 
preparation of feasibility studies/DPRs in their fibid. In certaii* 
cases, the divisions already set up in the public undertakings are not 
being utilized fully. For instance, the Fertilizer Corporation of India 
have indicated that they are in a position to prepare the feasibility 
study/DPR for two major projects each year,. Similar is the position 
in the Heavy Engineering Corporation and the Mining and Allie^f 
Machinery Corporation. 

6.31 Notable examples of large undertakings that have not yet set 
up the necessary designing and consultancy organisations are the- 
Hindustan Machine Tools and the Indian Oil Corporation. In the- 
case of the latter, a designing and consultancy cell had been set up- 
at the Gujarat Refinery but most of its staff has moved to the new 
public undertaking, namely. Engineers India Ltd, that has been set 
up in collaboration with a foreign firm specially to undertake design^ 
ing and consultancy work in the oil sector. We feel that the develop¬ 
ment of designing and consultancy capacity in the public sector has- 
been hampered because a large number of independent public under¬ 
takings have been set up even in the same field of technology. We 
are convinced that the amalgamation of these enterprises under 
multi-unit corporations on the lines suggested by us will not only 
help in the building up of the necessary capacity but also in its fuller 
utilization. 

6.32 We recommend that the consultancy organisations within the 
country should be registered and classified according to their field of 
activity and their capacity. We have already recommended that the 
Bureau of Public Enterprises in cooperation with the Ministry of 
Industrial Development and Company Affairs should undertake this 
work including the promotional measures necessary for building up 
the consultancy services required by the public enterprises. We also 
recommend that the public undertakings should be encouraged and 
assisted to set up adequate designing and consultancy organizations 
which we feel will be an easier task for the industrial multi-unil 
corporations proposed by us. 

6.33 We also recommend that the Bureau of Public Enterprises 
should be 'consulted ort the availability of indigenous capacity and 
consultancy services in respect of each project for which the approval 
of the inter-Ministerial Negotiating Committee and the Foreign 
Agreements Committee is sought. 
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6.34 We also endorse tl^e recomm^dation made earlier by tne 
Parliamentary Committees that turn-key contracts should hbt nor¬ 
mally be awarded to foreign collaborators, ^e recognize, however, 
the need for obtaining, in special cases, the laiest teciinical know-how 
in the event of recent advances having been made in a particular 
field, even though it resulted in the award of turn-key contracts. In 
such cases, the necessary contract should require the foreign contrac¬ 
tor to supply complete drawings and designs including the net-work 
and time schedule of construction and to associate Indian engineers 
with the erection work and train them abroad. The contract should 
also specify that the overall control of construction (including turn- 
key jobs) would vest in the project management. 

Inter-dependent Projects 

6.35 We have referred to certain projects which are inter-related 
in the sense that the output of one constitutes the input of another. 
For such projects, it is clearly necessary to adopt a ‘total systems’ 
apptoach to their conception and planning. This will reduce the total 
cost of implementation and avoid situations in which the capacity 
created in one project lies idle waiting for the completion of a related 
feeder project. 

Project Management Staff 

6.36 It is customary to appoint a qualified and senior officer in the 
controlling Ministry to work as an officer on special duty incharge 
of a particular project. This officer with some nucleus staff looks 
after the implementation of the project in the earliest stages and 
then steps are taken to form a Company, constitute a Board and 
appoint the Chief Executive, Financial Adviser, etc. The Committee 
on Public Undertakings has cited a number of ca5es (13th Report) 
in which there has been a long time lag in the appointment of the 
Project Officer and the Financial Adviser after the decision to set up 
the project. We suggest that once it is decided to go through with 
a project, the project manager as well as the key personnel to be 
later put in charge of departments like construction, finance, produc¬ 
tion and personnel should be selected and associated with the process 
of planning the project. Two advantages will flow from this; first, 
the project officer and his staff will bring greater realism to the 
planning process and the time-schedule and will have a special inter¬ 
est in the timely completion of the planning phase; secondly, plan¬ 
ning for the establishment of adequate organisations and procedures 
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on the finance side and for taking advance action to meet the person¬ 
nel needs of the management of the project will be more detailed 
and comprehensive. We have earlier expressed the view that the 
lime has now come to entrust the setting up of new projects to run¬ 
ning concerns in the public sector. With the setting up of the corpo¬ 
rations, these bodies will be able to find from amongst their own ex¬ 
perienced staff, persons who have the requisite competence to plan 
and execute new projects. 


Project Evaluation and Approval 

6.37 Evaluation of a project, i.e., the assessment of the techno- 
economic soundness of a project and the desirability of the invest¬ 
ment involved depends upon the criteria adopted for the purpose. 
A private entrepreneur may judge the project solely from the point 
of view of return on capital investment, i.e., commercial profitability. 
Although commercial profitability is an undoubtedly important con¬ 
sideration and index, the need and success of a public sector project 
can also be viewed from the wider standpoint of the national economic 
profitability. This involves consideration of all the costs and bene¬ 
fits to the economy as a whole in the light of the overall objectives 
of national development. In this broad sense, the evaluation of a 
project is parried out after the completion of the feasibility study and 
forms the basis for its subsequent scrutiny and approval. 


Inadequacies in Project Evaluation 

6.38 A review of the existing system of project evaluation 
indicates weaknesses in the following areas: 

(i) evaluation based on incomplete project analysis; 

(ii) inappropriate criteria for evaluation; 

(iii) delays in evaluation and approval of the project; and 

(iv) unsuitable procedures and channels of project evaluation. 

6.39 The first problem stems from the fact that project planning 
is often incomplete and inadequate. At the time of finalising the 
Five Year Plan, all the projects that have to be included in the Plan 
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may not have been formulated in detail. In such cases, the evalua¬ 
tion of a project is based only on a preliminary project analysis ahd 
not on a detailed feasibility study. The inclusion of such projects 
in the Plan often leads to the assumption that they stand approved 
and sufficient effort is not, therefore, put in subsequently to com¬ 
plete the planning and evaluation of these projects. This has some¬ 
times led to the approval of projects which were later found to be 
technically or economically unsound. We recommend that projects 
should not be included in the Five Year Plans unless the feasibility 
■studies have been completed and found to be satisfactory on scrutiny; 
Wherever a project is to be included without such a study, it should 
be mentioned solely as a notional target and no mention should be 
made of the location of such projects so that it does not become a 
commitment on the part of the Government to stick to the location 
mentioned in the Plan even though later studies may reveal the 
unsoundness of the earlier proposals on location or size. 

6.40 As regards criteria for project evaluation, at present there is 
aome inconsistency between planning at the national level and plan¬ 
ning at the project level. The national development plan is formu¬ 
lated in terms of nationab objectives, such as the rate of economic 
growth, employment, increase in standards of living, improvement 
in the balance of payments position, progress towards self-reliance^ 
removal of regional disparities in development, etc. Although pro¬ 
jects are formulated within the broad framework of the Plan, they 
influence the plan targets in turn. But there is still a gap between 
the two, since at present projects are formulated and evaluated large¬ 
ly in terms of commercial profitability and the capacity to earn or 
save foreign exchange. It is necessary in our view to develop tech¬ 
niques for evaluating the return from projects in terms of national 
objectives, i.e., measuring the costs and benefits of a project from the 
standpoint of the overall economy and the development needs of the 
country. It has been suggested by certain authorities that the critepa 
for evaluating a public sector project should be its national economic 
profitability as distinct from mere commercial profitability. The 
Haldia Docks Project is reported to have been evaluated on this basis. 
While we agree with this approach in principle, we should caution 
against the possibility that ambiguity in defining national economic 
profitability and insufficient data may vitiate such an evaluation. We, 
therefore, suggest that Government and the Planning Commission 
should evolve and lay down standard guidelines that clearly define 
the criteria and the methodology for project evaluation from the 
stand point of national economic profitability. 

109 HA—8. 
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6.41 There have been many cases of undue delay in project eva¬ 
luation and approval of DPRs as would appear from the table* 
below: 


Undwtaking 

Date of receipt 
of DPR 

Date of Govt’s 
decision 

Time 

taken 

years 

months 

Bkarat Electronics Ltd. . . . 

March, 1950 

5th July, 1952 

2 

3 

Hindustan Photo Films Manufacturing 

Co. Ltd. ..... 

June, 1961 

i8th Aug., 1962 

I 

2 

Heevy Machine Tools Project of 
HEC., 

April, 1963 

May, 1963. 

I 

I 

Foundry Forge Plant of HEC . 

April, 1962 

May, 1963 

I 

0 

Heavy Power Equipment Plant of 
BMEL ... 

Aug., 1962 

July, 1963 

0 

11 


The long time taken in the pre-construction phase has a direct bear¬ 
ing on the time and cost elements of the projects. Reduction of the 
evaluation period of a project would firstly require the streamlining 
and clarification of current procedures and the identification of deci¬ 
sion points in the process of evaluation. Delays in project evaluation 
are largely attributable to the procedures and channels in the Gov¬ 
ernment, through which a project has to pass before it is approved. 

6.42 At present the responsibility for evaluation and approval of 
the feasibility study/DPR is shared among the administrative Minis¬ 
try concerned, the Ministry of Finance and also the Planning Com¬ 
mission. Normally, ad hoc committees consisting of the represen¬ 
tatives of the Ministries and agencies concerned are set up for this 
purpose. From the information furnished by the Ministries in this 
respect, it appears that the feasibility study/DPR has to pass through 
successive stages of consideration at intervals even after the setting 
up of the ad hoc committees, A defect in the existing procedure 
•eems to be that some of the concerned agencies, particularly the 
Ministry of Finance, are brought into the picture at a fairly late 
stage when the feasibility study or DPR has already been prepared. 
If the technical experts of any agency concerned (e.p. the Directo¬ 
rate General of Technical Development), or the Ministry of Finance, 
raise certain basic objections at this stage, basic changes and modi¬ 
fications might become necessary in the feasibility report. Another 
reason for delay in approval of projects is the fact that the scrutiny 

•Thirteenth Report (Dec. 1965) of the Committee on Public Undertakings. ' 
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and evaluation of the feasibility report takes place in several stages 
and at intervals. 

6.43. We recommend that immediately on the receipt of the feasi¬ 
bility study/DPR the administrative Ministry should set up a pilot¬ 
ing committee comprising the representatives, of all the Ministries and 
agencies concerned and the Bureau of Public Enterprises and that 
this committee should undertake a concurrent and collective exami¬ 
nation of all aspects'of the feasibility study/DPR so that ^pers do 
not .have to be sent froni Ministry to Ministry and queries i'aised 
and answered through time-e,Qnsuming correspondence- 

6.44 We recommend that this committee should have a ioon. au sue 
preliminary project analysis as well so that the basic objections that 
any of the members might raise get taken care of during the 

ning stage itself. It is to be rioted that much time and effort of toeii- 
nicians and specialists goes into the preparation of the feaiabiHty 
study, and it is clearly desirable that the procedures of scrutiny and 
evaluation should be so devised as to reduce the wastage of their 
time and effort to the minimum. 

6.45 We are convinced that Government should progressively 
entrust the work of project planning and formulation to the running 
public enterprises. Furthermore, these enterprises should have, ^e 
certainty that future projects in their field will be entrusted to them. 
Only then will they feel and act on the need to set up and maintain 
designing and consultancy organizations without the fear that these 
may be described as expensive appendages or ornamental liabilities. 
This will be a concrete step in the direction of self-reliance and will 
increase our ability to set up the plants ourselves. 



CHAPTER Vn 


CONSTRUCTION 

7.1 Before a project goes into operation, the important stages in 
its life are project planning and formulation, construction planning 
and construction management. We have dealt with the first of these 
in the previous chapter. The remaining two are covered in this 
chapter. Recent studies and the reports of the Parliamentary Com¬ 
mittees highlight the fact that project planning and construction 
planning have not been as thorough and meticulous as they should 
be. This has resulted in delays in construction as well as avoidable 
expenditure. These have also led to a delayed realisation of benefits 
expected from the projects and poorer returns on capital investment. 
It must also be observed that the construction industry, which is far 
from well organised and which has hardly kept pace with modern 
developments, has acted as another limiting factor in achieving 
speedy and economical execution of projects. A major portion of 
capital investment goes into the construction of factory buildings, 
township and other civil works. It is thus obvious that good construc¬ 
tion planning and management, and the adoption of modem tech¬ 
niques, would enable large savings in time and cost and help to keep 
down the capital costs of projects. 

7.2 The Committee on Public Undertakings have pointed out 
several instances where expenditure on construction has exceeded 
original estimates. The table given in para. 6.5 of the previous chap¬ 
ter illustrates this point. The following table gives the main factors 
responsible for cost over-runs in some of the projects; 


Project 


Estimated Cost 
(Rs. in crores) 

Main factors respon¬ 
sible for cost over¬ 
run 

Original 

Revised Overrun 

Nangal Fertilizer Project 

20-9 

(1955) 

31-2 10-3 

(1963) 

• Change in scope 
•Omission of financ¬ 
ing charges (Rs. 2-6 
crores). 

Trombay Fertilizer Project 

26" 4 
(1959) 

39-5 13*1 

(1965) 

’Change in scope 
(product pattern) 
•Omission of financing 
charges (Rs. 3^1 
crores). 

■Increase in prices. 

liourkele Steel Plant 

I28"0 

(1955) 

230'5 I02’5 

(1963) 

•Change in scope of 
work. 

•Non-inclusion of 

provision for mine 
and quarries, town¬ 
ship interest on 
capital etc. 

• Increase in rates, 
custom duties etc. 
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7.3 Siinikrly, with regard to :tiine schedules, there has ^ep con- , 
siderable variance -betW^Piithe' origipal schedvdes esta.bli^ed ^ t^|^ 
cdaamenoeihem ’ theipfoject i«pd, ,Jh%:^ken, J^rj.its,. 

completion. The table below, Be^ 

(Pe^mber 1965) of t^e Committee on Public Undertakings gives ah 

• ji' " . •“xt_ _ 'jiJ’l.-i' :*■ _- V ^ L J » i I.g - 


idea of the delay in the ponipletidti/coiAto 


Of pifofects: 


•roject' 


Ci^f (in biMitik) 


Bsnuni RfeAaery (r ta. tint ttagiE;) 


34 approac. 


Stt^nomydn Plant of Hindustani. Antfliiotics Ltd. 
Dufda I Coal Washery . . . . 

BhUai Steel Plant . . . . V 


approx. 

12 

5—2i 

(for diffeteat oQits), 


Durgapur Steel Plant . . . . . 2—8 

(for di&tent units) 

Rourkela Steel Plant . . . . . 2—40 

(for 4i»Rent units'' 

Mining Sdicme of Neyveli Lignite Corporation Ltd. . 22 approx. 

The table in Annexure VI, referred to in the previous chapter, gives 
a comparative stateinent of the del^ays in completion of projects. 
vis-a-vis the position in foreign countries and in the private sectoij 
in India, 

7.4 These delays, and increases in costs Can largely be tfaceito 
poor and inadequate conitructioh planning. In the—mid-term 
appraisal of the Third Five Year Plan, the Planning Comii^t^S^on has 
made the following observation: 

‘The progressing of projects could be speeded up if adequate 
care is taken initially to plan the project in suffideht detkit, 
to define its scope (and adhere td it), to es^timatd the ddl^ 
and foreign exchange‘ requirements with sufficient degree 
of precision and to lay down realistic schedules of imple¬ 
mentation. The lack of adequate preparatory planning has 
largely contriijjuted to the delay in the implementation of 
certain projects in the public sector.’ 


Inadequacies in Construction Planning 

7.5 Construction of most of the publi(^■ sector projects presents a 
large and complex task to the management. However, the need for 
improved techniques and the organization for improved planning has 
not as yet bden sufficiently recognized. Only a few projects havo a 
is^arate planning cell, nomuklly attached as a staff group to tbe pro¬ 
ject manager, for carrying out the numerous tasks of master planning 
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ahcil kheduling, coi^t cdhtfel, coordination of tedinical ^tifidutions, 
estimates and preparation of contracts and assistance to the various 
cbiltractors and project groiips for achieving a coordinated approach 
thioughout the phase bf coiistruction. 

7.6. The Committee on Plan Projects of the |*lahning Commission 
have had a number of studies conducted on the way in which con¬ 
struction of projects has taken place in the public sector. We feel it 
vnll be useful to give here a few illustrations that bring out the 
more important and common deficiencies in construction planning. 

7.7 In the case of the Trombay Fertiliser Project*; it took 6-7 
years to complete the project against a time schedule Of 3 years Ss 
originally envisaged. Similarly, the original cost estimate Was Rs. 27 
crores (1959) and the final cost stood at about Rs. 40 erorea (1965). 
The project also went through a series of revisions from time to time. 
The table below sets out the dates of commissioning of the various 
plants of the project as originally planned and as subsequently 
revised; 


SI. Home of Plant 

No. 

Original 
Sdredule 
(June, i960) 

September 

1961 

Revision 

December 

1962 

Revision 

May 

196? 

Revision 

I. Ammonia 

. Nov 63 

Jan 64 

Apr 64 

Feb 65 

2. Urea 

. Nov 63 

Jan 64 

Apr 64 

Feb 65 

3. Nitric Acjd . 

. Nov 63 

Jan| 64 

Apr 64 

Apr 65 

4 . Sulphuric Add 

« 

Nov 63 

Jon 64 

Apr 65 

3. Nitropbosphue 

• 

May 64 

Aug 64 

Apr 65 


7.8 The study of this fertiliser project has revealed that “target 
dates” established at top management level without a complete and 
detailed plan, were not realistic or consistent with the actual work to 
be done and different contractors had their own schedules that con¬ 
flicted with one another. There was no common integrated plan of 
work. It was not possible for the management to accurately assess 
the project schedule position as several project schedules had come 
to be in existence, and some of these quite often disagreed with each 
other. Agencies participating in construction had become demoralised 
by the imposition of work schedules which, to them, were not 
realistic. Contractors expressed reluctance to over-extend them¬ 
selves to meet milestones in an impossible schedule. This reluctance 
was often demonstrated by the restricted interest that contractors 
took by working only to satisfy contractual obligations and not caring 

*COPP Re^rt : A Review of the Construction of Trombay Fertiliser Project 
(November, 1965). 
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to work as part of a project team. As a result, communications be¬ 
tween contractors and project departments deteriorated and there 
was hardly any coordinated effort. 


7.9. In the case of a power {«‘Oject*, the reasons tor (fclays 
experienced and reported by the project authorities were large^ 
traceable to inadequate planning. These were: 

(i) Non-availability of certain indented sections of stwl, 

necessitating changes in sections of the power house 
structirre, and delaying the drawing of piping layout, etc. 

(ii) Delay in obtaining import clearance for the Dust Collection 
Plant. The Ministry of Industry advised that the plant be 
obtained from an indigenous manufacturer. Negotiations 
with the local firm revealed that the price and delivery 
schedule were unsuitable. Clearance for import was then 
obtained; but approximately seven months were lost as a 
result of the internal negotiations. 

<iii) A similar delay was experienced in the procrirement of the 
instrumentation panels. The project management had 
assumed that the order would be placed with a particular 
manufacturer without the necessity of inviting glogal 
tenders but this assumption proved erroneous as it was 
decided to invite global tenders to secure the best price. 

<iv) A delay of 15 months occurred in establishing the sui^ly 
source for the boilers. After receiving tenders, Govern¬ 
ment decided to place the order with one foreign firm, 
although a lower bid had been received from another 
foreign firm. Protracted negotiations with the first firm 
were held to finalise the terms and conditions of the con¬ 
tract closer to the lower bid. 

(v) Delays in obtaining visas and income-tax clearance for the 
supervising erectors delayed the plant erection programme. 


7.10 The above delays occurred mainly because there was no 
proper and dovetailed plan depicting the inter-relationships of inter¬ 
dependent events. This resulted in the failure to take action on 


—• *COPP Rep^ : An Analytical Review of Projects in the Energy Develoiinu^^ 
W Dugda I Coal Washery, (w) Bisranattur Goal Mine, (tVO (^lifhditpiiiini 
Thermal Power Station (November, 1965). 
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matters having long lead-times and having a critical bearing on the 
completion of the project. 

7.11 In the case of a coal washery project,* it was originally envi¬ 
saged that the construction and erection of the project would be 
completed within 24 months from the date of award of the contract. 
The actual completion of the washery took 41 months—a delay of IT 
n ths. The major factors responsible for delay in the construction 
0 lis project were found to be; 

[a) inability of the contractors to procure steel in time; 

(ii) delay in the receipt of electric machinery and equipment; 

tii) delay of 5 months in making the initial 10 per cent, pay¬ 
ment and obtaining import licences; 

.v) delay by the contrabtors in furnishing foundation draw¬ 
ings with a consequent delay in the excavation of the site; 
and 

(v) delay due to modifications of original plant layout and 
design of a cle^n coal loading bunker. 

The study of this case revealed the inability of the project 
management to exercise overall schedule control in the case of pro¬ 
jects having works components which were being executed under 
turn-key contracts. The reluctance of turn-key contractors to report 
interim progress in detail made it difficult for management to co¬ 
ordinate the total construction effort. 

7.12 The main deficiencies that we have come across in the course 
of our study may he recounted as follows; 

(i) Planning for construction has not been sufficiently 
thorough and meticulous. In consequence, there have 
been delays and avoidable expenditure in construction, 
delayed utilization of benefits from the project and 
poorer returns on capital investment. 

(ii) In many cases, a master plan including all the major 
elements of work was not developed and implemented. 
This diluted the effectiveness of management direction- 

•COPP report ibid. : An Analytical Review of Projects in the Energy Develop¬ 
ment Field : O') Dugda I coal washery, (i-) Bisrampur Coal Mine, (iii) Chandrapura 
Thurmal Powe: Station (November, 1965). 
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(iii) "niere has been ins'uffi^ent appreciatioil of the-F6je ■ and 
contribotion of difle-rent' Contractors‘ and other; ^rttcW 
pants in project construction tO' the effort aa a whole. 
This has resulted in lack of ctoOrdiriation duiin^'the cOhe- 
tructiOn pha^i 

<Lv) Few i^roject mapa^er^.l^ve had;t|ie neij^sg^ .st^ as^^t- 
ancC; of lujei^Tequipge'cl ,plj|n^g cells ,'v^ith ijjic, resut^r that 
new scientific . twhniqpes have not been used in constnic- 
lion planning. 

<v) In many instafnc^, major items having a critical bearing', 
on the completion of the project, like earmarking of 
necessary foreign exchange and ordering of equipment 
and materials having long lead-times, were not ade¬ 
quately disposed of, and the necessary advance action 
was not taken during the pre-construction phase. 

7.13. As regards the planning and scheduling techniques used so 
far, it appears that most of the projects have used only the more 
simple and conventional ones such as Gnatt or Bar Charts. Though 
widely used in the past, such techniques are hardly sufficient for con¬ 
trolling the large and complex construction tasks bf today. The Bar 
Chart, for instance, does not reveal the inter-relatiqnBhips between, 
and the mutual dependence of, the various t^ks a^d activities that 
go to complete a project. The management, thus, are unable to make 
an accurate estimate of the time required for completion. 

Suggestions for Improvement in Construction Planning 

7.14 We suggest that once a project has been approved on the 
basis of the feasibility study, systematic and thorough planning of 
the required construction programme should be undertaken before- 
starting actual construction. Planning at this stage should include 
the preparation of detailed technical and management plans that 
■will form the basis for actual ft)nstruction. In fact, these plans 
should form part of the detailed project report. The detailed techni¬ 
cal plan will be, more or less, an elaboration of the initial project 
plan drawn up at the time of the feasibility study. 

7.15 Recently, new techniques have been developed as powerful 
management aids, e.g., the Programme Evaluation and Re^ew 
Technique (PERT) arid the Critical Path Method (CPiM). These- 
techniques, commonly known as net-Work techniques, are of great 
assistance to management in formulating the overall master plan 
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«iid ducting all the pieces of work required to complete a project, 
their aequcuce, inter-relatiODehip and mutual dependence. This 
helps the management to coordinate the efforts of different agencies 
participating in project construction, plan for optimum utilization 
of resources (men,' money and materials)., drj^w up realistic 
schedules based on requirements and availability of resources and 
makb a more accurate estimate of the time required for construe* 
lion. In the qonstruction of a project, all activities are not equally 
-critical to its compifetton on schedule. With the help of net-work 
techniques, management are enabled to identify those elements of 
project construction which are critical to its completion on time and 
to focus attention on such elements. The Committee on Plan Pro¬ 
jects in the Planning Commission have had a manual compiled on 
‘Planning and Scheduling with Net-Work Techniques (PERT/ 
CPM) It has also assisted in the application of these systems in 
certain projects. Several of the larger undertakings have already 
brought these techniques into use. We recommend that for each 
project involving a sizable investment, say of Rs. 5 crores and 
above, a complete master plan of construction should be drawn up 
with the help of these net-work techniques. 

Preparation, Award and Implementation of Contracts 

7.16 As the bulk of the work on a project is generally carried out 
under contract, one of the early and most important st^s which 
project authorities should take before the work of construction 
begins is the planning and scheduling of contracts.' The completion 
of a project on time and within cost estimates depends, to a large 
extent, on proper planning and coordination of each and every con¬ 
tract in the project. It is, therefore, necessary that the effort under 
each contract is scheduled and coordinated within the framework of 
a master plan. The contracting process may be divided into three 
broad steps, namely: 

(i) preparation of contracts; 

(ii) selection of contractors and award of contracts; and 

(iii) execution of contracts. 

7.17 Some studies have been conducted in this field by the Com¬ 
mittee on Plan Projects. We have examined the conclusions con¬ 
tained in the study reports in this respect. A summary of the more 
important deficiencies that have been noticed and some illustrative 
factual information contained in these reports appear in 
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-Annexure Vlil. We shall now refer to the main deficiencies and 
-formulate our suggestions for improving the procedures in each of 
-the three stages in the contracting process. 

Preparation oj ContiracU 

7.18. The following are the main defects observed in the prepera- 
tion of contract; 

(1) The obli^tiohs Of dlffei^Bht parties to the Cohtrak hive 
been often inade4fiete^ dmine'd risTihliijg hi' iiiMfficURt 
understan^ng of the tenns of the contract, leading, in 
turn, to delay and disputes. 

(il) The contract documents do hot generally include realfirtit 
contract rhU'estones or key events based upon a master 
plan and schedule of construction. Such completion dates 
as are specified are not linked with the work of inter¬ 
dependent contractors. 

'(iii) Often, a Letter of Intent is Issued before a firm time- 
schedule has been agreed upon \Mlth the result that a 
detailed schedvde is either never established or is worked 
out as a kind of compromise between the parties, nearer 
to the wishes of the contractor than that of the manage¬ 
ment. 

<iv) Generally, suffletent control clauses are not written into 
the contract document to enable management to obtain 
process reports from the contractors at regular Ifitervils. 
This makes it difldcult for management to check Whether 
the prb^ess of the contractor’s work is keeping pice 
with the overall schedule of work. 

iv) In many cases, penalty clauses K'ava been foxmd to be in¬ 
effective because the conditions under which they would 
come into effect w4fe not clbarly defined. Clauses pro¬ 
viding for incentive bonus have either not been provided 
or have not been confined to elements critical to the com¬ 
pletion date of the h^o'ject. 

7.19 It is evident that prior planning has a direct bearing on the 
speed and efficiency of execution of contracts. As the control and 
coordination that the project management can effect are directly 
related to the conditions incorporated in th* contract documents. It 
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is essential that sufficient time and attention is devoted to the pre¬ 
paration of contract documents which have to bring togeher all the 
contracting parties and facilitate speedy and efficient execution of 
the construction work. We recommend that.eacji contract should 
have a schedule based on its own net-work plan wtich should be 
consistent with the master plan and the overall schedide' of work. 
We feel that this exercise should be done with respect" tb'rach ' con¬ 
tract,, and the contractors should be called upon to furnish a work 
pku) imd schedule, along with their tender. 

7.20 We recommend that for various t 3 T>es and items of work, 
model contract papers should be drawn up for the use of project 
authorities so that vagueness in defining the elongations of different 
parties is avoided. The schedule of work to which a contractor is 
required to adhere should form a part of the contract document. It 
should, in no case, be left to be decided after the Letter of Intent is 
issued or contract documents executed. In drawing up the various, 
conditions to be written into the contract, the management s res¬ 
ponsibility to monitor progress at intervals should be kept in view 
for incorporating suitable control clatises in the contract. 

7.21 We feel that contracts should provide for incentives as well 
as penalties, carrying positive incentives for good and timely com¬ 
pletion of work and penalties for failure to keep to stipulated com¬ 
pletion dates or work specifications. The penalty clauses will bo 
more effective, if instead of being linked to a single completion date, 
they are linked to key stages of work, in particular those stages 
which also form points of contact with work being done or subse¬ 
quently to be done by other contractors. This will enable manage¬ 
ment to ensure adherence to the time schedule when the completion 
of work depends upon a number of inter-related contractors- 

7.22 In certain contracts, it would be worthwhile to provide for 
the payment of an incentive bonus for completion of the contract 
on a date earlier than that specified in the agreement. We suggest 
that such incentive clauses should be included in the contracts 
whenever such an earlier completion of the contract would promote 
an earlier completion of the project as a whole and which is of addi¬ 
tional economic value in the overall context of the economy. If a net¬ 
work plan has been drawn up and the critical path in the net-work 
determined, then all that need be done is to provide for incentive 
clauses in the contracts relating to the elements of work falling on 
the critical path of the net-work. 
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dumber and Size of Contracts 

7.23 In planning contracts, attention also needs to be given to the 
number of contracts into which the work on the project can be best 
divided. Too many contracts-increase the problems of coordination, 
-whereas too few contracts magnify the impact of failure of any one 
contractor. In addition, planning of contracts has to take into con- 
.sideration the most suitable size of the contract. While there are 
few standard rules to determine the right number and size of con¬ 
tracts, the tendency to encompass each major component of work 
'Under a single contract should be avoided. 

-Award of Contracts 

7.24 Studies have revealed two major deficiencies in this area: 

(i) administrative delays have taken place at various stages 
before the completion of the contract document, namely, 
in the preparation and scrutiny of tenders, selection of 
contractors and signing of the contracts; and 

(ii) lack of clear and reliable information regarding the per¬ 
formance capabilities of various contractors. 

7.25 As will be apparent from the illustration given in Annexure 
"VIII, a very substantial amount of time elapses before the contractor 
can start the actual work after the issue of the Notice Inviting 
Tenders. In the case of the various units of the Trombay Fertilizer 
Plant, this period of time worked out to about two years on an 
average. The time taken in the scrutiny of the tenders ranged from 
7 to 16 months for the various plants'. We recommend that for quick 
decision-making, consistent with adequate analysis of the various 
proposals, a Project Group having adequate technical competence 
-should be constituted at the outset and should include such repre¬ 
sentatives as may enable the Group to acquire the requisite autho¬ 
rity to select the most suitable contractor without having to make 
inter-departmental references. 

7.26 As regards the selection of contractors, the common practice 
•of accepting the lowest bid without siifficient examination of the 
contractor’s capability to perform the job satisfactorily has often 
resisted in unsatisfactory performance and at costs higher than 
those anticipated. Selection of the most suitable contractor should 
-not depend on the tender bid alone. A significantly low bid might 
~be an indication that the bidder has not allowed for the same amount 
or standard of work as the others. We are of the view that extremely 
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low bids as compared to the quotations of other bidders need to be' 
carefully scrutinised, and the performance capability of the con^ 
tractor making an inordinately low bid should be subjected to proper 
scrutiny. 

7.27 The reluctance on the part of the management to reject the 
lowest bid, understandable to a certain degree, poses the main 
problem in the selection of the most suitable contractor. The prob¬ 
lem can be met to some extent by providing for sufficient documen¬ 
tation to support the decision of the management in rejecting the 
lowest bid. This has not always been possible because performance 
data regarding contractors is not being compiled Ph ’S systematic 
basis and is not readily available. We recommend that, on the lines 
on which contractors are graded in different categories by the 
established departments of the Government, like the GPWD, MES 
and railways, public undertakings too should grade, contractors 
according to their performance capabilities. We suggest that the 
compilation of performance data should be on a more refined basis 
than what is required for grading. The data should throw light on 
the contractors’ capacity for executing different kinds of work. In 
this connection, the idea of a national register of contractors was 
suggested to us. We, however, feel that it will be difficult to keep 
such a dossier up-to-date, and the system might become somewhat 
cunibersome and create a new bottleneck. We are of the view that 
the advantages expected from such a national register will be avail¬ 
able if information is compiled by the public undertakings on a 
systematic basis and referred to a central point like the Bureau of 
Public Enterprises from where it could be disseminated to other 
public undertakings- 

7.28 We have noticed that quite some delay takes place in the 
signing of the final contract after the issue of the Letter of Intent to 
the selected contractor. Often this delays initial payment, and, 
therefore, the execution of work. A contractor having received the 
Letter of Intent is likely to be less flexible in negotiating the terms 
and conditions of the final contract document. During the period 
between the issue of the Letter of Intent and the signing of the final 
contract, management are able to exercise only minimal control 
over the progress of work. We feel that the period of work under a 
Letter of Intent should be reduced to an absolute, minimum. We 
suggest that model standard contracts should, be ckawn tip which 
would much reduce, if not altogether obviate, the need for having 
work done before the signing of the final contract. 
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Problems of Construction Management 

7.29 To achieve the timely completion of the project the manage¬ 
ment have to exercise proper and regular control over the work. 
This can only be accomplished by the periodic checking of the pro¬ 
gress against the original schedule. The main factor diluting man¬ 
agement control in this respect has been the lack of proper informa¬ 
tion systems. The study reports brought out by the Committee on 
Plan Projects reveal the following weaknesses in this field: 

(i) Although construction progress reports on existing pro¬ 
jects are prepared in great detail, they frequfently fail to 
compare the actual progress against that planned. 

(ii) Many of the existing'Reports exhibit common deficieiicies, 
namely, lack of timeliness, inability io forecast final 
completion dates, and inability to forecast final cost 
position. 

(iii) In addition, the reports used by many project obscure, 
through too much detail, the sign^cant information 
required by niianagement. 

7-30 The main reasons for the above lacunae are that there is a 
tendency to call for too much detailed information from the field 
and the fact that inter-relationships between different phases and 
elements of construction are not determined and defined. The net¬ 
work techniques like PEIRT/CPM have the advantage of providing 
a sound base for building up an effective information and reporting 
system. We recommend the adoption of these techniques to facili¬ 
tate not only planning for construction but also control, including 
rieporting, in the construction phase. 

Reporting and Cost Control 

7.31 Besides checking the progress of construction, management 
have also to take all s^cps to minimise the amount by which the 
final cost of the project jMy exceed the original estimates. For this 
l^p^e, it is pecessary to a parallel, reporting system for 

controlling costs. A conclusion arrived at by the Committee on 
Plan Projects after study of selected undertakings was that the per¬ 
formance on many projects could have been much improved with 
the addition of such financial reports as could equate physical pro¬ 
gress with financial expenditure and which permitted forecasts of 
final project costs to be derived from them. In order to assess the 
demands for funds, project management and also the Government 
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3ieed a continuous and accurate forecast of the future cash require¬ 
ments of the project. We suggest that the reports should compare 
"the estimated cost of each major item of work with the actual cost 
io date. We recommend that the periodical reports furnished on a 
monthly or a quarterly basis should make projections of the esti¬ 
mated final costs and indicate the expected overruns. This would 
ielp to highlight areas where overruns are expected and enable 
management to take corrective action, if possible, in time. 

7.32 Excluding the increases in cost resulting from changes in 
"the scope of the work itself, the more common factors that have 
contributed to cost overruns are excess staffing during project cons¬ 
truction, the need to purchase expensive construction equipment, 
increase in the duration of the project and poor initial estimates. 
To a large extent, each of these is traceable to inadequate or deficient 
planning. We suggest that before starting construction project man¬ 
agement should work out a realistic time schedule so that the staff 
Tequirements do not get inflated due to an attempt to follow an 
over-optimistic construction-schedule- Adequate manpower planning 
on a phased-requirements basis and minimizing the quantum of 
work to be done departmentally will also help to keep the staff 
istrength from increasing unduly. 

7.33 As regards construction equipment, the problem is that the 
"total cost of the equipment ordered for the project is loaded on its 
capital costs despite the fact that most of the equipment could Still 
be utilized. Furthermore, new projects too procure their own 
■equipment, often by importing it from abroad even when the equip¬ 
ment necessary is available and lying idle with other public under¬ 
takings. There is hardly any coordination between different public 
undertakings to ensure full and economic utilization of expensive 
construction machinery. We feel that with the setting up of multi- 
Tinit corporations, a more rational and fuller utilization of expensive 
construction machinery will become possible as the corporation 
will be in a position to move this equipment from one project to 
another as and when requirements arise. We suggest that, in Hm 
meantime, the Bureau of Public Enterprises should draw up an in- 
"ventory of the surplus or idle construction equipment lying with 
projects that have already gone into operation to enable its utiliza- 
■tion in projects still under construction. 

7.34 We have referred to a number of projects where the dxira- 
lion of construction was much longer than originally estimated. We 
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have already stressed the need for adequate pre-construction plan¬ 
ning to avoid unexpected breaks in the flow of construction activity 
Besides resulting in direct increases in cost, delays after the cons¬ 
truction has begun also result in the delayed realisation of benefits 
from the project. The loss of production caused by this delay is con¬ 
siderable, particularly in the case of the larger projects. We would 
suggest that proposals for funds, import clearance or matters affect^ 
ing the flow of work on projects which are in an advanced stage of 
construction should be accorded the very highest priority by the 
controlling Ministry, the Ministry of Finance and the other Goyem- 
ment agencies concerned. 

7.35 The deviations from the original cost estimates should be got 
examined wherever they appear to be appreciable. We feel tl^t 
quite often the estimates are pegged at low levels in order to make 
a project look more profitable than it actually is. The compilation 
of detailed information about such deviations will help in mal^g 
future estimates more reliable. Such information should^ also be 
communicated to agencies connected with the technical scrutiny of 
feasibility studies of similar projects. 

Project Completion Report 

7.36 During the construction of large an^i complex projects, 
managerial personnel, including the engineers associated with 
these projects, acquire a good deal of valuable experience and know¬ 
ledge. We feel that this experience and knowledge should be care¬ 
fully recorded and disseminated for the benefit of other managers 
and engineers. After a project has been completed, the financial, 
administrative and technical personnel concerned should not dis¬ 
perse without having recorded and compiled the knowledge ^d 
experience on the construction problems peculiar to the specific 
project, which they have gathered thiough years of hard work, at 
great expense and often under very difficult aixd trying conditions. 

7.37 The preparation of a comprehensive completion report for 
each major project has been mentioned in the Third Five Year Plan. 
The Committee on Public Undertakings in their report ^December, 
1965) on planning of projects has observed that such reports had 
not been prepared in the case of many public sector projects. We 
endorse the suggestion that in the case of future projects, arrange- 
naents for the ultimate preparation pf the Project Completion P(^rt 
should be planned and provided for at the very commencement ol'tha 
constructitm phase, so that all the relevant and useful material at 
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every stage of project construction becomes available for sifting, 
compilation and analysis. Preparation of the completion report 
should be started while the works are in progress and events fresh 
in memory. This report should be written in such a manner as to 
serve as a useful guide to any agency entrusted with the execution 
of similar projects. 

Construction Organization 

7.38 We have mentioned earlier in this chapter the inadequacy 
of staff assistance to the project manager during the construction 
phase- We suggest that a staff group, responsible to the project 
manager, for coordinated planning and control, should be set up at 
the pre-construction stage itself. Certain larger undertakings have 
already set up planning and development wings which are perform¬ 
ing this role. There is considerable need for high level coordination 
and' control to ensure the smooth progress of the work done by a 
number of contractors and agencies. The need for an effective orga¬ 
nizational set-up to ensure this is, therefore, obvious. This centra¬ 
lised staff group should be attached directly to the chief executive 
of the project, but it should have the role of a service organization 
helping those in charge of execution. It should not be looked upon 
as a controlling agency. 

7.39 We would once again refer to the problems that smaller 
mx.dertakings face in acquiring and maintaining such staff groups 
that are essential for efficiency. Many of these undertakings are 
not in a position to afford such staff. In addition to the problem of 
maintaining such a group of persons is the problem of insufficient 
utilization of the expensive construction equipment. Once the 
constitution phase is over, substantial construction machinery 
becomes surplus wJiich though needed somewhere else may con¬ 
tinue to lie idle with the project that has gone into operation. In the 
same way, a number of qualified technical personnel having exper¬ 
ience suddenly find themselves surplus. To some extent, they can 
be absorbed in maintenance jobs in the same undertaking or in 
some other undertaking, but the experience gained by them goes 
waste unless by chance they find berths in a new project under 
construction. As a solution to this problem, a suggestion was made 
to us that there should be a central agency, even a Ministry of Cons¬ 
truction, which could maintain a corps of engineers on a regular 
cadre and ensure their rational deployment and utilization. In our 
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view, this will lead to undue centralisation, and create new bottle¬ 
necks for the public undertakings- In fact, these problems may dis¬ 
appear or become much less acute when the large multi-unit corpo¬ 
rations suggested by us are set up for each industry in the public 
sector. The corporations will be much better placed to maintain a 
nucleus corps of experienced engineers ready at hand whenever 
they are needed on a new project. 



CHAPTElt VIII 
PERSONNEL 
1. Top Management 

8.1 The effectiveness of the top management is the most deci¬ 
sive of the factors 6n which the sucess of any enterprise depends. 
The larger the enterprise and the more complex its operations, the 
greater is the responsibility attaching to the top management. 
Public enterprises generally being very large concerns and having 
both commercial as well as social obligations to fulfil are undoub¬ 
tedly very complex organizations. The vital importance of entrust¬ 
ing management of these enterprises to a team of competent persons 
cannot thus be over-emphasised. On the fletermination of issues 
like the composition of the management boards, the qualifications, 
recruitment and terms of service of the chairmen, board members 
and top officials of the undertakings depends the success or failure 
of a public enterprise. 

Existing Position 

8.2 We have already described in the third chapter of our Report 
the present composition of the boards of public undertakings, the 
manner of selecting chairmen and members of the board, the 
general preference for the policy-making type of board as well as the 
large number of board memberships held by Government officials 
on a part-time basis. 

8.3 All the appointments to the management board of a public 
undertaking are made by the Government except where there is 
an element of outside participation in the capital. In addition, the 
Government also make or approve the appointments to posts carry¬ 
ing salaries above Rs. 2000 per month (in some cases this level is 
Rs. 2250 or even Rs. 2500 per month). Appointments to the post of 
the Financial Adviser/Financial Controller are either made by 
Government or require their approval. In the case of non-officials 
appointed as part-time members of the Board, the procedure 
has not ocen xmiform in the sense that sometimes the Chairman of 
the undertaking has been consulted while in other cases the appoint¬ 
ments have been made without any such consultation. No quali¬ 
fications have been prescribed for the board members. Information 
gathered from the Ministries indicates that in a few cases they did 
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aot have adequate information about the qualifications and previous 
experience of the non-officials appointed to the boards by the MiuiS" 
try even after the appointments had been made. 

8.4 In 1965 a Committee of Secretaries headed by the Cabinet 
Secretary considered questions relating to the manning of top posts 
in public enterprises and devoted special attention to the questions 
of remunerations, terms of service and relationship with the public 
services. The posts covered related to the fuU-timfe appointments 
made by the Government to the board and to posts like General 
Managers, Financial Advisers etc. As a result of the measures sug¬ 
gested by this Committee, steps have been taken recently to syste¬ 
matise the procedure for making appointments to the top posts in 
public enterprises. The Bureau of Public Enterprises is currently 
engaged in the task of drawing up panels of suitable names for thetw 
posts. 

Appointments to the Board 

8.5 We feel that in. the past insufficient attention has been paid 
to the very important task of making appointments to the boards 
of public undertakings. Appointments have been made ad hoc, no 
effort having been made to look for persons of suitable calibre and 
experience before the urgent need to fill a vacancy felt. 
No systematic efforts appear to have been made to scour all fields 
in which men of the requisite competence and experience may haVe 
been found or select the most competent men available for these 
iobs. It is essential, in our view, that the whole procedure for the 
appointment of the full-time as well as the part-time members of 
the board should be systematised. The Bureau of Public Enterprises 
can collect information on the qualifications, experience and record 
of achievements of those who can be considered for appointments to 
these boards and maintain a register of persons with the requisite 
competence to function as full-time members of the bc»fd. We 
feel that the procedure that is at present adopted by the Bureau can 
be further improved upon by associating some of the chieif Execu¬ 
tives of important public undertakings with this work and bene- 
fitting from their personal knowledge and experience in drawing up 
the panels of suitable names. 

8.6 In the context of our proposal for amalgamating the ekistihg 
undertakings into larger and fewer multi-unit corporations, two ri^i- 
ficant points have to be noted; fir^t, the functions proposed fb BE 
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assigned to these bodies cannot be effectively discharged by a policy¬ 
making type of board; and secondly, the number of persons needed 
to act as board members will be considerably reduced. The proposal 
to set up multi-unit corporations is, thus, not only desirable for the 
reasons indicated in the third chapter of this Report but is also con¬ 
ducive to the solution of the problem of finding and training a 
sufficient number of competent top managerial personnel who can 
function as full-time members of the boards of public undertakings. 

8.7 We suggest that a mixed type of board, having a few full¬ 
time functional members, two Government representatives and a 
few part-time non-official members, should be adopted as the general 
pattern, except for the very small enterprises. From the personnel 
point of view, selections for appointment to a mixed type of board 
can be divided into three categories as below; 

(i) Chairman and full-time functional members of the board; 

(ii) Government representatives; and 

(iii) part-time non-official members. 

Chairman and full-time Board Members 

,. 8.8 For the first category, the ideal situation will be one in which 
persons who have grown up with and in the enterprise can occupy 
the highest positions of managerial responsibility in the enterprise. 
-This is important from every point of view especially that of the 
morale and incentives and the opportunities for promotion and self- 
expression that employees look for in a public undertaking. Persons 
entering the service of a public undertaking should have the reason¬ 
able expectation that if they worked hard and well they will have 
the oportunity for promotion to highest posts ultimately reaching the 
very top. However, it has to be admitted that such a ladder of pro- 
, motion cannot be built up in a day. It takes a good deal of time 
before an undertaking throws up sufficiently experienced and senior 
rnen to fill up directorships on its board. Till such time as this is 
achieved, it will be necessary to look outside the enterprise as well, 
to pick out suitable persons to act as the chairmen and full-time 
board , members of public undertakings. Men with the necessary 
aptitude and competence may be found from the body oTGovernment 
servants, leading industrialists and businessmen and professional 
manigers and specialists in the private sector. In fact, it is advant- 
ageojrs to introduce from time to time an outside element at the top 
management level. In some of the foreign countries, notably the 
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United Kingdom, Chairmen of the public corporations have often 
been appointed from amongst senior Government servants, private 
businessmen and leading trade unionists; in each case the person 
selected being required to sever his connections With his past Orga¬ 
nisation in varying degrees—the civil servants who become board 
members cease to be civil servants, the trade unionists give up their 
trade union jobs and private businessmen declare their busihle^ in¬ 
terests and dispose of such interests as the Minister may require. 

8.9 We are of the view that it would be of great advantage *to 
follow the English example in this respect, particularly in the ease 
of Government servants. A serving Government officer, looking lor 
his prospects outside the sphere of public enterprises may suffer from 
a duality of interest, and may not, therefore, be very well placed to 
discharge the duties of the head of an autonomous undertaking or 
a full-time membbr of the board. We feel that at such senior levels 
it should not be difficult to make the process of Government servants 
coming to public undertakings irreversible, because by the time a 
Government servant becomes eligibile for such appointment he>JwiU 
normally be nearing the end of his service career. At that stage jhe 
may not be reluctant to quit his parent service on voluntary retire¬ 
ment terms. 

8.10 We feel that it is highly important that, while making appoint¬ 
ments to the board, preference is given to the officers coming from 
within the undertaking. For this pimpose, a career developinent 
scheme and a definite ladder of promotion should be evolved in each 
undertaking. The smaller undertakings, that do not have enough pro¬ 
motion opportunities, should be offered the benefits of a comriidn 
manpower scheme which will provide inter-undertaking mobility 
for their senior managerial ^nd technical personnel and offer the 
benefit of wider promotion prospects as well as greater variety of 
experience. 

8.11 We feel that whenever it is necessary and desirable to ip- 
point a Government servant as a chairman or board member, ffie 
attempt should be to select a person who has had experience of Vfotii- 
ing in a public undertaking or a similar establishment, or experience 
in commercial or financial matters which will enable him to ;prb- 
perly discharge the responsibilities entrusted to him. We recommend 
that in such cases, the Government servant should be required to 
sever his connections with the parent service. 
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Government Representatives 

8.12 While appointing representatives to the boards of public 
undertakir^s, the administrative Ministry, as also the Finance Minis¬ 
try, should take care to see that the persons nominated are not so 
burdened with the substantive work of the Ministry that they find 
H difficult or impossible to play a useful part in the board meetings. 
At present, Ministries’ officials are made to serve on a large number 
of boards with the result that they are unable even to find time to 
attend the meetings. With the regrouping of existing enterprises 
under larger multhunit corporations, this problem will be consider¬ 
ably reduced and a Ministry may not be called upon to send repre¬ 
sentatives to many boards. A Ministry may normally need to send 
its representatives to only one management board. However, we 
feel that when multi-unit corporations that we have proposed are 
set up, the representatives of the Ministries will have to be suffici¬ 
ently senior, say, not below the rank of a Joint Secretary. In view 
of the autonomy and the size of the corporations, only an officer 
this rank may be able to speak with authority on behalf of the 
Ministry. 


P.art-,time non-official Members 

8.13 In selecting the part-time non-official members of a board, 
the CJovernment may take care to ensure that a person so appointed 
does not have any interest that conflicts with the commercial inter¬ 
est -of the public undertaking on whose board he is called upon to 
serve. Further, he should not be a person who has no faith in the 
value and role of public enterprise. At present, no qualifications 
have been laid down for persons who may be appointed on the board. 
The result has been that the Ministries have made very little effort 
to spot or select the most suitable persons available for this pur¬ 
pose. Nor have any steps been taken to draw’ up lists of suitable 
persons with the necessary experience, aptitude and competence. In 
the United Kingdom, the statutes setting up public corporations pre¬ 
scribe the qualifications that every member of the board should have. 
Generally, these are that a person should have experience of the 
industry or of industrial, commercial or financial matters, applied 
science, admipistration or the organization of workers. The Esti¬ 
mates Committee has more than once recommended the laying dowm 
of similar qualifications for the boards of our undertakings. 'Hie 
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Estimates Committee (62nd Report, March 1964) had-also trecom- 
mended that the chairmen of public undertakings should be consuls 
ed on the appointment of board members, particularly the non-offi¬ 
cial members of the Board. 

8.14 We feel it would be desirable to prescribe certain general qua¬ 
lifications for the part-time non-official members of the board on the 
pattern that obtains in the UK. We also feel that a board cannot 
be effective unless it functions as a team. We, therefore, recommenfl 
that the chairman of the public undertaking should be consulted 
before the responsible Minister makes appointments to the Board. 
In fact, this convention should be adopted for all appointments ex¬ 
cept, of course, the nomination of Government representatives. 


Appointments to Top Posts—The Background 

8.15 The words ‘top posts’ are being used here to signify po^ 
other than part-time board membership to which appointments arte 
made by the Government. These posts in the case of Government 
companies include whole-time Chief executives, General Managers, 
Project Administrators, other full-time Directors and Financial Ad¬ 
visers. In the case of the statutory corporations diverse practices 
have been adopted. For instance^ Government appK>int only the Chair¬ 
man in the case of the LIC, while in the case of the air corporations, 
appointments to the post of the General Manager and even the heads 
of departments require the Government’s approval. 

'8.16 The position regarding these top management posts in public 
undertakings, both in the statutory corporations as well as in Gov¬ 
ernment companies, was examined by the Committee of Secretaries 


referred to earlier. The Government orders issued on the basis of 
this examination on 13th October, 1965 drew up four schedules into 
which 124 top posts in public undertakings were divided. The.num- 
ber of these posts has since been increased to 139 as per details 
given below: 


Schedule A 

, Schedule,T8 

N. 

Schedule C 
Schedule D 


. . 10 posts 

. . iSJposts 

. . 58 posts 

• • 53 ,:Posts 


Sadary per mouth 
Rs. 3500-^125—14000 
Rs. 3000—125—3500 
Rs. 2500— lOo— 3000, 
Rs. 2000—100—2500 


Government Appointments—Exclusion of certain Posts 

8.17 The posts included in the above schedules also include top 
posts below the board level. We have suggested in the fifth chiqpter 
109 HA—11. 
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of our Report that the power to make appointments on posts below 
the board should be vested in the board itself and not reserved 
to the Government. In the light of that recommendation we furher 
recommend that the existing schedules referred to in the previous 
paragraph be revised so as to exclude all posts other than those of 
the chairman and full-time functional directors. It will certainly be 
advantageous if the Bureau continues to draw up panels of suit¬ 
able names for these posts. But this should be treated as a kind 
of service that the Bureau renders to the public undertakings, there 
being no compulsion for the boards of these undertakings to confine 
their choice to the names in the panel available with the Bureau. 
For the posts of Financial Advisers/Financial Controllers, we have 
suggested that appointments should be made by the board in con¬ 
sultation with Government. For these posts it will, in any case, 
be pegged to the scales obtaining in Government. The comparative 
for appointment and for the public undertakings to make full use 
of them while making the appointments. 

Salaries of Top Executives 

8.18 Another point for reconsideration seems to be the salary paid 
to the top executives. It is well-known that the salaries in the 
public enterprises are much less than those obtaining in the private 
concerns. We recognise that it may not be possible for the public 
sector to compete with the private sector in respect of the emolu¬ 
ments that it pays to its top executives. This will certainly be dif¬ 
ficult in view of the salary structure adopted by Government as a 
matter of public policy. However, it is still necessary to ensure that 
the salaries offered to the top executives in public undertakings ap¬ 
proximate to the rate for the job or at least bear a semblance to 
those offered in the private sector. If the wage structure in the 
public sector falls far below what obtains in the private sector, it 
will be difficult for public undertakings to compete for scarce mana¬ 
gerial talent with their counterparts in the private sector. It can¬ 
not, therefore, be suggested that salaries in the public sector should 
be pegged to the scales obtaining in Government. The comparative 
position obtaining in the U.K., will be of interest. The salaries paid 
to the most senior civil servants in the United Kingdom are*— 

Salary per annum 

The two Joint Permanent Secretaries to the Treasury . £8,800 

Secretary to the Cabinet ...... £8,800 

Permanent Secretaries I'.e., Heads of Ministries . . . £8,600 

*Civil ServiceList and Imperial Calender. 
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8.19 As against this, the salaries paid to the members of the boards 
of public corporations in the U.K. are much higher. For instance*, 
the Chairman of the British Overseas Airways Corporation draws an 
annual salary of £ 15,000; the Chairmen, British Railways Board, the 
National Coal Board and the Electricity Council draw an annual salary 
of £ 12,500 each; and the Chairmen of the London Transport Board, 
British European Airways Corporation, the Central Electricity Gene* 
rating Board and the Gas Council an annual salary of £ 11,000 each. 
The full-time Vice-Chairmen of these Boards are paid about £ 10,000 
each per annum and the full-time Members draw salary in the scale 
of £ 7,000—9,500 per annum. It is thus clear that in the U.K., not 
only the chairmen but also the vice-chairmen and even the full-time 
members (after a time) draw salaries higher than those paid to 
the senior-most civil servants. 

8.20 In the context of our proposals for larger multi-unit corpora¬ 
tions, the need for paying higher salaries to the chairmen and fulL 
time functional members of the multi-unit corporations will be all 

the greater. Without going into the question of the general salary 
structure, we would like to stress the great need for an upward re¬ 
vision in the salaries paid to the top executives in the public sector. 
We feel that the chairmen of the proposed multi-unit corporations 
should be given a salary equal to that admissible to the Governor 
of the Reserve Bank of India (i.e. Rs. 4,500 per month) . On similar 
considerations, we feel that the salaries for the full-time functional 
directors of the proposed multi-unit corporations should be in the 
neighbourhood of Rs. 4,000 per month. We suggest that the top exe¬ 
cutives should also be given fringe benefits like free furnished house, 
free transport etc-, as is the general prevailing practice in the sphere 
of industrial and commercial management. 

Frequent Changes in Top Posts 

8.21 The chairmen of Public Undertakings and General Managers 
of the units have been changing very frequently in the past. This 
was highlighted by the Estimates Committee in their 52nd Report 
(Appendix III to the 52nd Report gives a detailed statement of the 
changes made in these posts). In a few cases, the tenure of the 
chairman was extremely short, in some cases as short as three 
months. The position with regard to Managing Directors and the 
General Managers is similar. On the other hand, key posts in the 
undertakings have remained vacant because of the long time taken 


*Cmnd 2848 December, 1965, 
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by the Goveimment to find suitable persons and to complete all the 
necessary formalities to make the appointments. The fact that a 
post such as that of Chairman or General ¥^anager lies vacant for 
long has a demoralising effect on the whole organisation and gives a 
very poor impression of Government’s interest in the success of 
the Kiterprise. The performance of an enterprise very largely de¬ 
pends upon the direction and guidance given by the chief executive. 
It is, therefore, essential to maintain sufficient continuity in the 
direction from the top. 

8.22 The need to avoid frequent changes in top posts hardly needs 
reiteration. We believe that the situation will improve considerably 
when the deputation of Government servants on top posts becomes 
irreversible, and the management boards are empowered to make ap¬ 
pointments to all senior posts below the board level. As for the posts 
of chairman and full-time functional members of the board, we re¬ 
commend that a fairly long period of tenure should be laid down. 
This would enable the person appointed to make a significant contri¬ 
bution on the basis of experience that he gains in that undertaking. 
We suggest that a period of five years should be regarded as the 
minimum for the chairman and full-time members of the board, and 
a period of not less than two years for the part-time non-official 
members. 

2. Personnel Management 

8.23 We are aware that this subject is also being studied by an¬ 
other Team, viz., the Study Team on Personnel Planning, Staffing in 
Public' Sector Undertakings and Personnel Management. We have, 
therefore, dealt only with the principal and more important prob¬ 
lems that public enterprises face in such matters as manpower, 
recruitment, promotion and training, general conditions of service, 
overstaffing and flight of personnel. While dealing with these prob¬ 
lems we have also considered the changes and improvements that 
will be brought about when the multi-unit corporations that we 
have proposed are set up in major areas of enterprise. 

Dependence on Deputationists 

8.24 When the first public sector projects were set up, there was 
no alternative to drawing upon the Government services and the 
private sector for manning the managerial and technical posts in the 
public enterprises. An Industrial Management Pool (IMP) was 
constituted under a Government Resolution in November 1957 to 
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cater to posts of a non-technical nature in the public enterprises. The 
dependence on the Government services, however, continued even 
after the formation of the IMP. The Estimates Committee in its 52nd 
Report (March 1964) on Personnel Policies of Public Undertakings 
pointed out the fact that of about 800 top posts in 54 undertakitrgs. 
over 190 were being held by serving or retired officers of the Central 
Service besides he posts held by State Governments’ Officers, at that 
time, officers of the IMP were holding 105 posts. 

8.25 The information obtained from the public undertakings in 
this respect reveals that the proportion of posts held by deputation- 
ists is generally higher at the middle and higher levels. Data fur¬ 
nished by 29 undertakings relating to posts carrying a starting 
salary of Rs. 700 per month and above indicates that, of the 5971 such 
posts as on 31-3-1966, 340 i.e. 6-2% were occupied by deputationists. 
The percentage was highest in the case of the finance and accounts 
organization where 38% of the posts of this category were manned 
by deputationists. On the personnel and general administration 
s’de the percentage was 33, and in the case of scientific and technical 
personnel only about 3% posts were held by persons on deputation. 
These figures demonstrate the continued dependence of the public 
ur.dertakings on deputationists for manning posts on the finance and 
accounts side and in the personnel and general administration 
organization. 

8.26 The system of deputing Government officers to public under¬ 
takings has come in for general criticism. A basic objection that has 
been made agains this arrangement is that* “the officers are a little 
casual in their approach to work because if they are not successful, 
they can always go back to their parent departments”. It is also said 
that it is difficult for officers on deputation for short periods to ac¬ 
quire a sense of loyalty to the undertaking and that an admixture of 
the undertakings’ own employees and some deputationists from out¬ 
side makes it difficult for the management organization as a whole 
to develop a sense of team spirit. 

8.27 While there is considerable force in these objections and 
while we attach great importance to developing managerial resourc¬ 
es within the public sector, we feel that for some time to come, pub¬ 
lic enterprises, particularly new projects, will have to draw on depu¬ 
tationists' for manning posts at middle and higher levels of manage¬ 
ment. Recognising this fact, we have attempted to identify the 

. 'Estimates Committae^ (52nd Report}—March, 1064. 
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more harmful features of the existing arrangements regarding depu¬ 
tation and suggest measures for eliminating these defects or 
reducing their effect. 

8.28 ;We suggest that whenever it becomes necessary to obtain 
officers from Government services, the attempt should be to en¬ 
courage permanent absorption in the undertaking and avoid the 
situation where posts are manned by one deputationist after another. 
We feel that there is a good case for liberalising the service rules to 
facilitate the absorption of deputationists at any level in the service 
of the undertaking; in particular, rules should be amended to enable 
deputationists to sever connections with the parent department 
without losing the accrued leave, pension and other retirement 
benefits. 

8.29 A common problem being faced by many undertakings is 
that the period of tenure of the deputationists is often too short and 
does not enable the enterprise to derive the benefit of the experience 
gained by the deputationists. We suggest that the term of deputa¬ 
tion should normally be for a period of 4 to 5 years. It should be 
possible to review and terminate extreme cases of maladjustment at 
the end of the first year itself. But we are of the view that a term 
shorter than 4 or 5 years is not sufficient for an officer to learn the 
business of the undertaking and then put in a useful term of service 
before reversion to the parent department. We recognise that ex¬ 
tending the term beyond five years may not be desirable as the offi¬ 
cer will practically lose all touch with his parent department. More¬ 
over, after such a length of time, it should be possible both for the 
public undertaking as well as for the officer to decide whether his 
permanent absorption in the undertaking was not desirable and 
feasible. 

8.30 A difficulty in securing a sufficiently long term of deputation 
that an officer has little choice but to revert to his parent service if 

failure to do so would result in his losing a chance of promotion in 
his own department. Many undertakings have indicated that they 
find it very difficult to retain the services of deputationists for this 
reason. Hindustan Aeronautics Ltd, where a number of lAF officers 
are serving on deputation, has been experiencing this difficulty in 
considerable measure. We suggest that the existing rules and orders 
on the subject should be modified to enable deputationists to serve a 
minimum four-year period, extensible by a further year or so at the 
request of the public undertaking. In case an officer becomes due 
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for promotion in his parent department, the undertaking should be 
given the option of granting him promotion in its own organization 
if it wishes to retain the officer’s services. 

8.31 We feel that a certain advantage can be derived from the 
system of deputation during the time for which it continues for lack 
of a practical alternative. The deputationists having had experience 
of working in the public undertakings will in our view be better 
equipped to do their job in the Ministries concerned v/ith public 
undertakings. We suggest that this consideration should also be 
kept in mind by Grovernment while making postings to the 
concerned Ministries. 

Conditions of Service 

8.32 The position in this respect, from the standpoint of Govern¬ 
ment control, differs as between statutory corporations and Govern¬ 
ment companies. While the Acts setting up the corporations require 
that rules regulating the terms and conditions of service of their em¬ 
ployees will be drawn up with Government approval, there is no 
such restriction in the case of most Government companies. The 
Estimates Committee had in their report* brought out in March 1964, 
cited 18 undertakings (all Government companies), most of which 
had been in existence for over five years, but which had not laid 
down these terms and conditions. The Committee had recommended 
that Government should examine whether conditions of service 
should not be subject to their approval in the case of Government 
companies as well. 

8.33 The statutory corporations, particularly Air India, have 
indicated to us the great difficulty experienced by them in having to 
go up to Government for approval of any intended alteration in the 
terms and conditions of service of their employees. We are of the 
view that insistence on prior Government approval in these matters 
leads to undue rigidity as the management have to go up to Govern¬ 
ment wherever they intend to alter these terms and conditions. We 
suggest that even the statutory corporations should be exempted 
from having to seek prior Government approval in these matters. 
We feel it is sufficient for the Government to lay down certain 
model rules which could be adapted by the undertakings to suit 
their individual requirements. 


*Para m of the 52nd Report Of the Estimates Committee.—March, 1964* 
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Pay and Alloioances 

8.34 The 52nd Report pf the Estimates Committee pointedly 
refers to the fact that the Grovernment has not laid down any guide¬ 
lines to help public undertakings fix the basic scales of pay for 
different categories of posts. The Committee also points out that the 
public undertakings are following different practices as regards 
allowances and other benefits and that there is no uniformity in 
such matter.s as dearness allowance, deputation allowance, project 
allowance, conveyance allowance, and retirement benefits. On all 
these issues the Estimates Committee recommended examination by 
a high-powered committee with a view to ensuring uniformity. 

8.35 It is true that ensuring a certain degree of uniformity in the 
public undertakings is a desirable end, but enforcement of a uniform 
pattern may neither be advisable nor practicable in view of the 
number and variety of jobs. The best way to ensure rationality 
and a degree of uniformity in these matters would be to provide 
information and exp>ert guidance as an advisory service instead of 
insisting on prior Government approval or conformity with rigid 
guide-lines. Government decision on the subject laid on the Table of 
the House in November,* 1961 stated that while basic scales of pay 
for different categories of posts should be broadly indicated by 
Government, the Board of Directors, while being broadly guided by 
these scales, would be free to fix specific scales for specific jobs. The 
task of even broadly indicating the basic pay structure is much more 
difficult than appears at first sight. The number and variety of jobs 
in the public undertakings is so large and the requirements for the 
specialised skills is extending at such a rate that it might well be 
argued that the task would require a regular Pay Commission. 
Indeed this was the replyf given to the Estimates Committee by the 
Additional Secretary, Finance during the Committee’s examination 
of the personnel policies of public undertakings. 

8.36 We have already suggested that advising public undertakings, 
particularly the ones that are newly set up, in the matter of service 
conditions, rules, pay scales etc. should be one of the principal duties 
of the Bureau of Public Enterprises. It hardly appears worthwhile 
for the Government to go in for a comprehensive examination of pay 
scales with a view to suggesting uniform structures because it would 
inevitably tend to restrict managerial autonomy in these matters as 

♦Para i2i of the 52nd Report of the Estimates Committee—March, 1964. 
t Para 123 of Report ibid. 
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well as ereate the feeling fihat questions and disputes relating to pay 
scales would be, in future, settled by a Government agency. The 
best course, in our view, would be for the Bureau of Public Enter¬ 
prises to collect information from different public undertakings and 
furnish the information to all the public undertakings' together with 
expert advice on matters connected with terms and conditions of 
service. This information and assistance will also be available from 
the Bureau to the controlling Ministries and the Ministry of Finance. 
Government should, thus, have no difficulty in ensuring that public 
undertakings did not adopt different scales of pay for the same kind 
of posts thu.s paving the way for discontentment or unnecessary 
migration of personnel. In case any public undertaking goes seri¬ 
ously out of line without due justification. Government will always 
be in a position to correct the situation, if necessary, by the issue of 
a directive. 

Recruitment 

8.37 Public undertakings have so far enjoyed near-total autonomy 
in the matter of recruitment. The Government did issue a circular 
on the subject in April 1961, but it did not have the force of a direc¬ 
tive nor was it in the form of model recruitment rules. The Estimates 
Committee in their 52nd Report (March 1964) took note of this fact 
and pointed out that many undertakings had not even framed any 
recruitment rules of their own. Accepting the recommendations of 
the Estimates Committee, the Government, in November 1964, laid 
down general principles that it wanted Government companies to 
follow in the matter of recruitment. Along with these general prin¬ 
ciples, the Government also formulated a set of model recruitment 
and service rules. We suggest that Government should now ensure 
that every undertaking formulates and adheres to properly-framed 
recruitment and service rules along the lines laid down by the 
Government. 

8.38 A major defect in recruitmfent so far has been the inadequate 
attention paid in most undertakings to the task of job analysis and 
the laying down of precise job specifications. Failure to do this has 
led to unnecessary qualifications being prescribed for certain jobs 
and the recruitment of more qualified persons, e.gr., degree holders, 
for jobs that could as well have been performed by less qualified 
persons, such as diploma holders. Other major defects have been 
the poor phasing of recruitment resulting in promotion bottlenecks 
and over-staffing resulting from the inadequate attention that was 
109 HA—12 



130 


devoted to the need for controlling the staff strength in the begin¬ 
ning. We feel that there is considerable scope for improving the 
system and basis of recruitment in public undertakings. In the 
ensuing paragraphs we have suggested a few measures that can be 
taken to effect this improvement. 

Personnel Commission for the Public Sector 

8.39 One of the suggestions that have been made regarding re¬ 
cruitment is that a Personnel Commission on the pattern of the 
Union Public Service Commission should be set up for discharging 
similar responsibilities in respect of jobs in the public sector. The 
Estimates Committee have made recommendations of this nature 
from time to time. Reiterating their earlier recommendations, the 
Estimates Committee in their 32nd Report (1962-63) on the National 
Coal Development Corporation stated that— 

“The Committee consider that the problem is one of reconciling 
the requirements of public responsibility and regularity on the 
one hand and adequate business and commercial freedom to 
the greatest possible extent on the other. They feel that the 
solution lay in establishing a Personnel Commission similar to 
the UPSC for public enterprises staffed by people with business 
experience who understand the personnel needs of the public 
sector.” 

The Estimates Committee’^ again made recommendations in this 
respect observing that “such a centralised recruitment for higher 
posts would enable uniform standards of selection, eliminate compe¬ 
titive bidding for scarce personnel and ensure fairness, besides saving 
the time and work of the public undertakings”. 

8.40 We feel that the setting up of such a Central Commission 
independent of and outside the public undertakings v.dll seriously 
affect their autonomy and tend to increase the lead-time in obtaining 
the personnel urgently required by the undertakings. As it is, pub¬ 
lic undertakings are experiencing difficulty in recruiting suitable and 
qualified personnel Any delay interposed by having to go through 
a Central Commission is bound to have an adverse effect on mana¬ 
gerial performance. Moreover, the reasohs advanced in favour of 
setting up a Central Commission will lose much of their force with 
the setting up of tne multi-unit corporations envisaged by us. The 
Estimates Committee itself (52nd Report) has noted the possibility 

*Para 185 of the 52nd Report of the Estinites Com.Ti ttee—.March, 1964. 
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of setting up Commissions on a regional or industry basis, if it was 
iound that it would not be possible to entrust the work to one Central 
Commission. We feel that the large multi-unit corporations set up 
on an industry basis will themselves be able to perform the functions 
of such a Commission and ensure regularity and uniformity in selec¬ 
tion as well as service conditions. There will thus be no need to set 
op outside agencies for the purpose. We, therefore, feel that it will 
be neither necessary nor desirable to set up a Central Personnel 
Commission for the public sector. 

J’romotions 

8.41 Public Undertakings, particularly the Government companies. 
Slave been largely free in framing their own promotion policies. 
Covernment laid down general principles and model rules in this 
regard in November, 1964. But, the policies adopted by different 
public undertakings regarding promotions do not indicate a uniform 
pattern. In many cases undertakings have not even framed promo¬ 
tion rules; 31 such undertakings were listed in the 52nd Report 
<March 1964) of the Estimates Committee. We feel that it is essen¬ 
tial that every public undertaking formulates a well-defined 
firomotion policy and frames rules on the subject. 

8.42 Any good system of personnel administration must recognise 
the primacy of promotion as an incentive and take into account the 
leverage of motivation that is inherent in it. It is true that there 
have been some cases of rapid advancement in the public under¬ 
takings. But the fact remains that despite a fast rate of expansion, 
public undertakings have not been able to take full advantage of the 
promotion opportunities offered by this expansion. New projects 
have come up, but the top management posts have been filled either 
by deputationists or persons from the private sector. For various 
reasons the persons already working in the public sector have not 
come up to occupy the top management posts. 

8.43 Within the general situation described in the previous para- 
■graph there have been quite a few cases of quick promotions in 
many undertakings. While referring to this the Estimates Committee 
“Cited in particular the Hindustan Steel, Heavy Electricals, Heavy 
Engineering Corporation, the then Indian Refineries and the National 
■Coal Development Corporation.* The Committee also took note of 

♦Para aso of the 52nd Report of the Estimates Committee—March, 1964. 
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the varying practices followed in the public undertakings and 
pointed out that in some a minimum service of one to three years in 
a grade was taken as the minimum for promoting an officer to the 
next higher grade, while in others this was not so. It is true that 
in some of the private concerns there are cases of a very rapid rise 
in service but even there the larger and the better administered- 
concerns follow a certain set procedure which is known to the 
employees concerned. Unplanned promotions which take place only 
because a vapancy has occurred in the next higher grade are not very 
purposeful. They may even lead to some resentment when one finds 
that a person may have advanced rapidly in one undertaking be¬ 
cause of the fortuitous vacancies that have occurred at higher levels, 
while equally qualified persons holding equivalent jobs have had to- 
mark time in other undertakings in which vacancies have not occur¬ 
red to accelerate the pace of promotion. 

Lack of Career Development Schemes 

8.44 The principal reason responsible for this state of affairs is 
the fact that public undertakings have not evolved effective career 
development plans. The National Coal Development Corporation 
introduced a cadre scheme indicating the number of posts at differ¬ 
ent levels and prescribing the minimum experience required for 
promotion from one level to another. The introduction of the 
scheme is reported to have been of considerable help in attracting; 
technical personnel. The Hindustan Steel, Heavy Engineering Cor¬ 
poration and the Neyveli Lignite Corporation and a few others have 
also taken steps in this direction. But howsoever carefully such 
schemes are devised, their effectiveness in motivating the employees- 
will largely depend upon the quantum of promotion prospects that 
the undertaking can offer to them. It can easily be seen that only 
the larger corporations that have a sizable number and variety of 
projects and posts under them and are committed to a policy of 
growth can offer sufficient prospects to enterprising employees wh» 
have the initiative and the will to better their qualifications and 
prospects. Career development schemes will not, thus, be of much- 
value in small undertakings where the total volume of prospects 
is not appreciable. It is in this context that the creation of a 
common pool of officers is often put forward as a solution. 

8.45 The employees of any commercial enterprise must have 
the confidence that the top posts in the enterprise are open to them, 
that they too can reach these heights by sheer dint of merit and 
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-effort. Whilst an enterprise benefits from the knowledge and 
experience of persons appointed from outside, from the periodic 
acquisition of new blood, it has to be recognised that most of the 
senior and top management posts should be fiUed by persons from 
within the enterprise. There seems to be something paradoxical 
in the situation that obtains today. Public Undertakings continue 
to depend on deputationists. But, their own personnel, especially 
after training, leave for jobs elsewhere, often for lack of adequate 
promotion opportunities in the enterprise. We suggest that each 
public undertaking should be encouraged to formulate and imple¬ 
ment suitable career development schemes in which a phased 
programme of training at different levels is linked to a definite 
ladder of promotion. 

Industrial Management Pool 

8.46 Various measures have been suggested from time to time 
to cater to the increasing requirements of public undertakings for 
managerial and technical personnel. The Estimates Committee 
have often stressed the need for setting up an Indian Commercial 
& Industrial Service, and suggested that recruitments to this service 
may be made from among people experienced in business, com¬ 
merce, industry and trade. A service of this kind has not been 
constituted. But the Government decided to set up an Industrial 
Management Pool. This Pool was set up by a Government Resolu¬ 
tion to cater exclusively to the non-technical posts relating to 
general and personnel management, finance and accounts, sales, 
stores purchase, etc. The initial strength of the Pool was fixed at 
200, and selections were made on the recommendations of a Special 
Recruitment Board. 

8.47 200 persons were initially selected in 1959 to the Pool but 
only 130 of them could be appointed. No further recruitment was 
subsequently made to the Pool although the public sector and its 
requirements continued to grow during this period. According to 
information furnished to the Estimates Committee in 1963-64, a 
total of 105 Pool officers were holding jobs in the public under¬ 
takings at tlmt time. As is apparent from these figures, it has not 
been possible through tl^ IMP scheme to meet the managerial 
requirqmqnts of the public sector or to build up a comnion cadre 
of officers for the purpose. The IMP scheme suffered from an 
inherent cQhti^adietion. It involved the. placement of , officers by an 
external controlling authprity on ,|)psts which were within the 



134 


purview of undertakings having autonomous powers of recruitment. 
It was sought to resolve this contradiction by stipulating that it 
was neither obligatory for the Controlling Authority (Ministry of 
Home Affairs) to supply a Pool officer for every vacancy nor for 
the participating undertakings to accept a Pool officer for a particular 
vacancy. It is clear that this compromise did not work out success¬ 
fully. We are of the view that it will not be a feasible proposition 
to revitalise the Industrial Management Pool in its original form, 

A New Pool Scheme 

8.48 The problem of recruitment and manning of posts in the 
public enterprises was recently examined by a Committee which 
included two members of our Study Team, namely, Shri R C Dutt 
and Shri S T Raja. We have had the benefit of the report of this 
Committee. The Committee has suggested a new pool scheme for 
systematising the manning of middle and higher level posts in the 
public sector. It has expressed the view that though public under¬ 
takings might have to continue to draw on deputationists from the 
Government services for quite some time, it is extremely necessary 
to ensure that the enterprises in the public sector built up cadres 
who would qualify for appointment to the highest managerial 
positions. The Committee also came to the conclusion that in the 
matter of recruitment apart from the IMP scheme, each enterprise 
had been functioning in isolation and this had made it difficult for 
the relatively smaller public undertakings to attract suitable 
persons and to offer them sufficient prospects for promotion. 

8.49 The Committee has suggested a new Pool Scheme for posts 
carrying a pay of Rs. 1,300 and above not only in the general 
management and finance organisations but also on the technical 
side; public enterprises participating in the Scheme normally 
encadring 50% of the middle level and higher posts in these 
branches in the Central Pool. An extract of the report under 
reference relating to the recruitment and manning of middle level 
posts has been appended as Annexure IX. 

8.50 We have considered the new scheme and find that it is an 
improvement on the old IMP scheme. It prescribes a more syste¬ 
matic method for the placement of Pool officers on encadred posts 
in the public undertakings. It also envisages the inclusion of chief 
executives of public enterprises in the Advisory Committee to be 
set up under the chairmanship of the Cabinet Secretary. The 
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Scheme, however, suggests the continuance of the Home Ministry 
as the Controlling Authority for the new Pool too. We feel that 
the main advantage of the new Pool Scheme lies in the fact that 
it will associate chief executives of public enterprises in the 
Advisory Committee and offer wider prospects to the employees of 
public undertakings by facilitating inter-undertaking mobility. 
The scheme will also enable the development of a bpdy of experi¬ 
enced persons from within the public undertakings, who, having 
had a greater variety of experience, will be better equipped for 
manning the top management posts—an area where there is qcute 
dependence on deputationists at present. 

8.51 We have considered the new scheme in the light of our 
recommendations regarding the setting up of large multi-unit 
corporations on an industry basis. In our view, the problem of 
inadequate promotion opportunities would be considerably reduced 
with the setting up of these corporations. The large multi-unit 
corporations wlU pot only be able to offer wider prospects to their 
employees but also provide them with experience on a variety of 
jobs in the different units under their control. Even so, it will be 
desirable, in our view, to have a common pool to meet the needs 
of such smaller public undertakings as cannot be grouped under 
any multi-unit corporation and also such of the undertakings of 
the State Governments as wish to participate in the new scheme. 
In working this scheme care will have to be taken to ensure that 
the participating public undertakings do not feel that their auto¬ 
nomy is being abridged and their power to recruit and promote 
their own employees is being hemmed in. However, we do believe 
that for their common good individual public undertakings will not 
be reluctant to voluntarily accept the assistance of an external 
agency. 

8.52 We do not see any need for making the Ministry of Home 
Affairs the Controlling Authority for this scheme. Work relating to 
this scheme can be entrusted to the Committee that has been sug¬ 
gested as an advisory committee in the Report (Annexure IX). It 
can function under the Cabinet Secretary and be serviced by the 
Bureau of Public Enterprises. As we envisage it, the proposed 
scheme will lead to the encadrement of a number of posts and the 
registering of available talent and pooling of suitable officers by a 
central agency in a manner that facilitates inter-undertaking trans¬ 
fers. It is clear that the new pool scheme presupposes uniformity 
Ml the pay scales of the senior posts and the terms of conditions of 
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service in the participating undertakings. We recemmend that Hie 
smaller public undertakings should be encouraged to take part in 
this common pool scheme so that they may be aMe to overcome 
the difficulties that they are experiencing in attracting and ret^s- 
ing suitable persons in their organization. 

Manpower Requirements and Training 

8.53 The availability of trained manpower is a major factor that 
conditions any programme of economic development The fact that 
any programme for securing a steady flow of trained' manpower has 
a very long ‘leadtime’ makes it necessary that advanced and detailed 
planning is done to ensure that the shortage of trained manpower 
does not act as a constraint on development programmes. In 
certain respects, the problem faced by the public undertaking? in 
this regard is no different from that faced by the private concerns. 
For instance, a shortage of graduate engineers and diploma headers 
affects public undertakings and private concerns alike. As far as 
these categories are concerned, the Fourth Plan (draft outline) 
envisages an outturn of approximately 166,000 graduate engineers 
and 254,000 diploma holders by 1970-71 which is expected to, corres¬ 
pond to the estimated requirements by that year. The outturn of 
trained personnel of these categories has been rising at a fair pace 
and is close to current requirements. 

8.54. The problems which are special to public undertakings are 
generally those which are faced by the very large industrial and 
commercial concerns. In such concerns, the top management have 
to be provided -with highly qualified and expert staff groups in the 
fields of planning, finance and accounts, and personnel and labour 
a dmin istration. This puts up the demand for staff of the following 
categories: 

(i) economists and statisticians including experts in market 
research and operations research; 

(ii) actuaries, chartered accountants, cost accountants and 
experts in management accounting; 

(iii) personnel managers and labour welfare officers; 

(iv) experts in materials management; and 

(v) industrial engineers, i.c. experts in work study and pro¬ 
ductivity. 
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It is in these fields that public undertakings are experiencing diffi¬ 
culty in getting suitable persons. As the public sector expands, and 
more projects, at present under construction, come into operation, 
and the proposed multi-unit corporations are set up, the need for 
these categories of personnel will increase very rapidly. 

8.55 A general problem that affects the public enterprises in even 
greater measure is the overall scarcity of non-technical managerial 
personnel. At present, formal training in management is not being 
regarded as a pre-condition for entry* into the management cadres, 
reliance being placed on in-service and on-the-job training. When 
the autonomy enjoyed by public undertakings increases, the need 
for providing adequate facilities for formal training in management 
will also increase. 

8.56 Public enterprises set up as pioneers in new fields are also 
handicapped by the paucity of specialists and technicians required 
for that particular industry. Some of the undertakings facing this 
problem are the Heavy Electricals, the Heavy Engineering Corpora¬ 
tion, Hindustan Aeronautics, the Refineries, Bharat Electronics, Ins¬ 
truments and some of the Chemicals plants. To a certain extent, 
this problem has been solved in the case of the steel plants by devis¬ 
ing cooperative arrangements with established units in allied indus¬ 
tries like the TISCO and IISCO. In other cases sizable numbers of 
persons have been sent to foreign countries mainly on in-plant train¬ 
ing with the foreign consultants. The Heavy Engineering Corpora¬ 
tion alone sent 485 persons abroad in this manner. The Heavy Elec- 
u icals Ltd is another undertaking to have adopted a similar pro¬ 
gramme. In these areas which are generally reserved for the public 
sector, the public enterprises themselves have to fulfil the responsi¬ 
bility for providing training. In fact, training is one field in which 
public enterprises in other countries, particularly the UK and Italy, 
have played a significant role. This has been possible because large 
corporations controlling a number of projects have been able to for¬ 
mulate and operate training programmes from a central point. In 
India, the smaller undertakings find it hard to establish such train¬ 
ing facilities for fear that, high costs and insufficient utilization n^y 
. onder the schemes uneconomic. 

Assessment of -Requirements 

8.57 The first step that needs to be taken is a comprehensive 
a.isessment of the requirernents of public .undertakings ov^^a pro¬ 
jected time span. This should be followed by the formulation of a 
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comprehensive plan to provide the requisite training facilities. The 
replies that we have received from the public undertakings do not 
reveal sufficient awareness of the importance of this problem. At 
the instance of the Planning Commission and the Home Ministry^ 
most public undertakings have made a survey of their additional re¬ 
quirements for managerial ^md technical manpower for the Fourth 
and Fifth Plan periods. The Directorate of Manpower (Home Minis¬ 
try) and the Manpower Division of the Planning Commission are 
collecting information in this respect from the public undertakings. 
But since most of the undertakings do not have the necessary expert 
assistance to make fairly accurate estimates of the requirements for 
the future, we suggest that Government should have the assessment 
made by the undertakings examined by a body of experts with the 
assistance of the Institute of Applied Manpower Research. In our 
view a much more detailed assessment of manpower requirements 
is necessary to formulate a concrete training programme, particularly 
for the more specialised branches. 

Training Programmes 

8.58 The existing training facilities in the public undertakings 
have been listed in the 52nd Report (March, 1964) of the Estimates 
Committee. The Estimates Committee has observed that appreciable 
un-utilised capacity exists in the training schools of the public under¬ 
takings. The National Coal Development Corporation have indicated 
that they have had to close down two training schools because of 
inadequate utilization. The Estmiates Committee has suggested the 
formulation of a coordinated and integrated training programme for 
undertakings functioning in similar fields of technology. Although 
this will be a desirable step and something that will automatically be 
achieved with the setting up of multi-unit corporations in the 
major areas of enterprise we feel that what is essential is to base 
the training programmes on manpower requirements worked out in 
detail and treated as an important part of the total effort to achieve 
the manpower objectives. 

8.59 Here, we must make a reference to the training facilities set 
up in recent years by agencies outside the public sector. For non¬ 
technical managerial personnel and experts and specialists listed in 
para. 8.54, a number of institutes have established or increased the 
required training capacity. Several courses are offered by the 
Institutes of Management at Ahmedabad and Calcutta, and 
the Administrative Staff College, Hyderabad. The Institute of 
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Chartered Accountants has increased its out-turn to meet the expan¬ 
ding requirements. Other agencies like the National and State Pro¬ 
ductivity Councils, Institute of Industrial Engineers, and the 
Institute of Cost & Works Accountants, have been arranging training 
programmes, seminars and discussions. The Management Division 
(COPP) of the Planning Commission has held a number of training 
workshops and seminars in recent years. The Ministry of Finance 
have established a school for the training of cost accountants. The in¬ 
formation gathered from these institutes shows that public enter¬ 
prises have been participating' in their programme in varying 
degrees. But the extent of their participation has not yet become 
what it ought to be. 

A Coordinated Approach to Training 

8.60 We feel that the subject of training of personnel can be divided 
in the following categories; 

(i) non-technical managerial personnel; 

(ii) specialists required by public undertakings to provide the 
necessary staff support to the management of public under¬ 
takings (as listed in para. 8.54); and 

(iii) specialists and technicians required by public undertakingp; 
which are pioneers in a new field of industry (as described 
in para 8.56). 

8.61 For the first two categories, it will perhaps be more economi¬ 
cal to take full advantage of the training capacity offered by agen¬ 
cies like Management Institutes, and the All-India Institutes <d! 
specialists in different fields. If public undertakings set up their 
own training facilities in fields of general management education or 
professions for which its own requirements are not appreciable and 
for which facilities are already available elsewhere, it might lead to 
duplication and waste of the expert talent required for imparting 
training. Arrangements will, however, have to be made for in-plant 
training and induction of new recruits. 

8.62 We suggest that public enterprises need not assume respon¬ 
sibility for basic training in general management and training in 
professions which are required both by the public enterprises and 
private concerns. The existing training institutes can be more eco¬ 
nomically utilized for providing this type of training. We feel that 
at present there is a good deal of duplication in the programmes 
offered by the various training institutes. However, none of them 
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offers tfle requisite training facilities in some of the more specialised 
fields. We suggest that the Bureau of Public Enterprises, in co¬ 
operations with the Ministries concerned, should undertake a survey 
of the existing training facilities. This can help in avoiding duplica¬ 
tion of efforts and identifying areas where training facilities need 
to be extended or increased. We also recommend that the Bureau, 
together with the representatives of the Ministries concerned and 
the public enterprises, should examine the curricula of training 
offered by different institutes to evaluate the suitability of the curri¬ 
cula to the requirements of the public sector and to ensure that the 
training imparted is of the requisite depth and quality. 

8.63 As we have indicated earlier, the training of personnel of 
category (iii) (para. 8.60) should be the special responsibility of the 
enterprises themselves. In discharging this responsibility enter¬ 
prises operating in the same field of technology can coordinate their 
efforts. This coordination will, of course, become automatic once a 
multi-unit corporation is set up in each field. However, public enter¬ 
prises should take the assistance in the beginning of the various 
training institutes and design suitable training programmes and relate 
them to manpower requirements. If this is not done, these enter¬ 
prises will have to continue to depend on facilities abroad. Besides 
straining the foreign exchange resources, the difficulty in obtaining 
the necessary foreign exchange and having to follow rigorous pro¬ 
cedures to obtain Government’s approval, makes it difficult for man¬ 
agement to implement an efficient training programme. We feel it 
will be more appropriate to have the trainers trained abroad and 
then, with the help of a few foreign technicians, set up the required 
training capacity within the country. For the first time, a financial 
provision of Rs. 1 crore is being envisaged under the Fourth Plan 
for training for management, administration and planning. The 
draft outline of the Plan contemplates training programmes in 
management to be jointly sponsored by the Planning Commission 
and the Bureau of Public Enterprises. It should he quite possible to 
work out with the help of the management institutes and specialist 
agencies concerned the possibility of running training programmes 
tailored specially to the requirernents of the public undertakings. A 
detailed assessment of manpower requirements for the more scarce 
; categories of personnel will help in a rational application of these 
funds. We suggest that this work and the funds being provided for 
the pprpose should be transfeired to the Bureau of Public Enter¬ 
prises so that the allocation may be utilized to train the categories of 
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personnel which are more acutely required by the public under^ 
takings. 

Manpower Planning and Overstaffing 

8.64 Overstaffing is believed to be a general malaise in the public- 
undertakings. Both, the Estimates Committee and the Committee 
on Public Undertakings have commented on this feature. The 
Estimates Committee in their 52nd Report had made particular re¬ 
ference to the extent of overstaffing in the three steel plants of 
Hindustan Steel. It has also quoted the statement of the then Min¬ 
ister of Steel, Mines and Heavy Engineering made in the Lok Sabha 
on 20th September, 1963 to the effect that “excessive manpower 
besets many of our public sector plants”. In this statement, the 
Minister had made special mention of the steel and fertilizer plants- 
in the public sector. 

8.65 While most public undertakings have indicated to us that 
there is an element of overstaffing in their units, many of them? 
have argued that the extent of overstaffing is often exaggerated. 
Some have pointed out that it is not proper to compare the existing 
staff strength with those given in the Detailed Project Reports since 
the original DPRs, in many cases, had not included all the various? 
departments that are now functioning in the projects. It has also* 
been asserted that the labour norms adopted by the consultants have 
not been realistic in many instances. 

8.66 The analysis of data furnished by the enterprises and the- 
reports of the Parliamentary Committees show that although over- 
staffing does exist in many projects, its extent and nature is yet to be- 
fully analysed and assessed. For some time. Government as well as- 
the public enterprises have been aware of the problem of over- 
staffing, but sufficient steps have not been taken so far to locate the- 
areas of overstaffing, with a view to reducing the staff in those 
areas. Opportunities coming in the wake of expansion haVe not 
been fuly utilised td absorb surplus staff. To some extent this is due- 
to the fact that new projects were generally set up as independent 
companies and not under the old rimning concerns. Only a few 
undertakings (Hindustan Steel, Fertilizer Corporation of India, etc) 
have undertaken limited work study programmes to assess the extent 
and areas of overstaffing. Most undertakings do not have qualified’ 
industrial engineers to undertake this work on a continuous basis. It- 
is needless to emphasise that the cost of over-manning are heavy 
and recurrent, and are to a large extent responsible for the higher 
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■.operating costs of our public enterprises. We feel that the additional 
.cost incurred on an industrial engineering organization would be 
fully justified by the economies that it would lead to. 

11.67 The main reasons for overstaffing can be outlined as follows: 

(i) lack of manpower planning on a scientific basis in the 
initial stages; 

(ii) lack of restraint in the initial stages to limit recruitment 
to manifest needs and a tendency to go up in routine to 
the level of sanctioned strength; 

(iii ' undertaking construction departmentally and attempting 
to follow too fast a time-schedule of construction; 

(iv) emulating governmental patterns in staffing and 

recruiting clerical staff and class IV servants on that 
scale; and 

(v) failure to lay down appropriate working standards and 
following traditional and uneconomical practices like the 
employment of helpers. 

In addition to the reasons listed above, some public undertakings 
have referred to the tendency on the part of the managers and 
•officers to play safe and the tendency on the part, of all concerned 
to distribute favours. Some public undertakings have also pointed 
out that political and administrative pressures have created diffi¬ 
culties in the way of their shedding surplus staff. 

8.68 Overstaffing is a problem of which the reasons as well as 
solutions are commonly known. Difficulties appear at the stage of 
implementation where a variety of considerations begin to restrict 
management’s discretion. The real need is to take the circum¬ 
stances of each case into account and to work out practical solu¬ 
tions consistent with the social obligations of the public under¬ 
takings. We are of the view that the adoption of proper standards 
.and other control techniques is essential from the very beginning. 
After the situation goes out of hand, it becomes extremely difficult 
for management to retrench staff. 

8.69 As for undertakings in which overstaffing has become 
chronic, it is necessary to have work studies undertaken by indus¬ 
trial engineers. We suggest that adequate organizations should be 
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sset up for this purpose, particularly in the larger multi-unit projects. 
Once the extent and areas of overstaffing have been identified, the 
subsequent absorption of surpluses during the expansion stage and 
the setting up of new projects will be facilitated. Some under¬ 
takings have decided that as immediate corrective steps, the nor- 
imal vacancies occurring in the overstaffed departments should not 
be filled up, employees should be encouraged to apply for jobs 
outside and offered lump sum gratuities, ex gratia grants etc. as 
incentives to leave the enterprise, offices of the undertaking should 
•be recognized on an officer-oriented pattern to reduce clerical staff, 
and skilled workmen persuaded with the help of incentives, if 
necessary, to do without the assistance of helpers. These are steps 
which can be applied by other undertakings facing the problem of 
overstaffing. 


8.70 The problem of surplus construction staff is common to 
most industrial undertakings in the public sector. The newer 
public undertakings have been reducing the quantum of depart¬ 
mental construction to avoid the recruitment of a large number of 
construction and engineering personnel. An important considera¬ 
tion to be kept in mind is that specialist staff employed for the 
work of designing and for the erection of the plant, should be 
retained by the enterprise with a view to utilizing their experience 
later. As we have indicated earlier, the multi-unit corporations 
will be able to do this without the process becoming uneconomical. 
Given a fairly firm programme of expansion, they will be able to 
retain a compact designing and construction wing and ensure their 
'.rational deployment. The Bureau of Public Enterprises can also 
maintain information regarding the expected dates of completion of 
various projects so that new projects could be advised of the possi¬ 
bilities of construction engineering personnel becoming surplus else¬ 
where. This will facilitate mobility and enable the absorption of 
potential surpluses. We feel that greater use of the construction 
corporations in the public sector and of non-departmental agencies, 
wherever feasible, will also tend to reduce the problem of surplus 
•construction staff. 

Flight of Technical Personnel 

8.71 It is generally believed that most public undertakings 
: suffer from flight of personnel, i.e. the large-scale migration of their 
•managerial and technical officers to other enterprises, especially 
'..the private concerns. According to the 52nd Report (March, 1964) 
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of the Estimates Committee, as many as 4,857 technical/managerial 
personnel left the public undertakings during the three years pre¬ 
ceding 1963-64 to join other public or private undertakings. The 
Committee has referred to the study* made by an officer of the 
Indian Institute of Public Administration. According to the con¬ 
clusions of this study report, the problem of flight was not a 
general phenomenon in the public sector as a whole although there 
were several rmdertakings where unplanned movements had taken 
place. The main causes for this movement were identified in the 
study report as follows: — 

(i) the general imbalance between demand and supply in the 
case of qualified engineers particularly those having 
some years’ operational experience or certain kinds of. 
specialised experience; 

(ii) lack of security in service, particularly amongst construc¬ 
tion engineers; 

(iii) differentials in the pay scales offered by undertakings 
within the public sector itself; 

(iv) inadequate opportunities for advancement and the grea¬ 
ter weight that the public sector, as compared to the' 
private sector, attaches to seniority as a qualification for 
promotion; 

(v) lack of personnel development programmes and the- 
recruitment of a large number of engineers of the same 
age group in new enterprises, clogging the avenues of 
promotion; and 

(vi) reasons of morale arising out of dissatisfaction wfith 
certain features of organization and procedures and the 
public image of these enterprises. 

8.72 The replies that we have received from the public under-- 
takings reveal that the problem of staff turn over is not so acute ini 
the case of non-technical personnel. Figures relating to migration 
of technical personnel in the 33 industrial and manufacturing con¬ 
cerns of the Government of India, which have furnished infor¬ 
mation in this respect and the position indicated by these and other 
public undertakings show that the problem has not assumed serious 
dimensions in most undertakings. A certain amount of turn over is. 

*A Study Report on the flight of technical personnel in public undertakings by 
Dr H K I'aranjape, UFA—1963. 
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to be expected in any commercial organization. In the 33 public 
undertakings referred to above, about 2800 technical personnel left 
the public undertakings during the 3-year period 1963—66 (the figures 
will in fact be slightly higher because a few undertakings have 
furnished information for only 2 years). The figures also include 
technical personnel below engineering lev^d. 


8.73. The turnover resulting from shedding of surplus construc¬ 
tion staff is, in fact, to be welcomed. The management of the 
Heavy Engineering Corporation have encouraged some of their 
engineers to leave as they were surplus to requirements. Hindustan 
Steel (HSL) conducted a Study of this problem covering the 
calendar years 1963 and 1964. Bring this period 317 engineers left 
HSL, out of whom over 224 stated that they were leaving for 
personal reasons. It is evident that these personal grounds must 
have included opportunities for employment on higher grades in 
the private sector. The analysis made by Hindustan Steel shows 
that the percentage of personnel who left HSL over the two-year 
period to the total number employed in the corresponding grades 
was only 6 per cent, which does not seem to be abnormal. 

8.74 From the infonnation that we have received from under¬ 
takings, we find that the problem is being felt acutely in the Heavy 
EiectrioaAs (Bhopal) and to a lesser extent in the Neyveli Lignite 
Corporation, the Indian Oil Corporation, the Hindustan Machine 
Tools and a few others. The problem of the Heavy Electricals 
deserves very early attention. The number of engineers who left 
the Heavy Electricals in the three years under review was 14, 27 and 
33 which shows a steady increase; in all, 531 technical personnel 
left Heavy Electricals, Bhopal during these 3 years, in most cases- 
for better prospects. HEL have indicated that in some cases^ 
engineers trained abroad at considerable expense by them were 
offered so much better terms by the private concerns that they left 
the HEL despite the liability to pay Rs. 20,000 or more as penalty 
for infringement of the bonds that they had signed. The situation 
needs to be studied in depth to determine the remedial steps that 
are required. We suggest that the bond that trainees have tq 
execute should be for a minimum period of 5 years and, in the 
event of infringement, should be rigidly enforced. We suggest that 
the training programme should, as far as feasible, be linked to a: 
definite ladder of promotion so that a person has an added incen¬ 
tive to stay on after the cbmpletion of training. 

109 HA—13. 
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8.75 As for the other undertakings like Neyveli Lignite, the 
IOC and HMT which are experiencing similar difficulties, the main 
cause seems to be the inability of the undertaking to offer sufficient 
avenues of promotion, especially after an engineer has been trained 
or has gained a few years of initial experience. This is due to the 
fact that trained engineers and those having a few years of opera¬ 
tional experience are scarce in the industry as a whole. The fact 
that this situation is likely to continue for some time should not be 
lost sight of while planning the recruitment and training of that 
category of personnel. We suggest that some provision should 
be made to enable at least a certain percentage of engineer entrants 
to receive comparatively early promotions to the next higher grade 
as soon as they have completed their period of training. This 
would help the undertaking to retain the services of at least the 
best few of the entrants. 

8.76 We would like to point out that many of the factors and 
causes that today result in the flight of personnel will be eliminated 
or effectively controlled with the setting up of multi-unit corpora¬ 
tions. These corporations will be able to offer wider prospects ani 
greater mobility to their employees. Furthermore, the uniform 
pay structures and terms and conditions of service in different pro¬ 
jects within a particular corporation will considerably reduce the 
problem of tmplanned migration of personnel. In particular, the 
turnover which takes place in the case of designing and construc¬ 
tion engineers will be checked as the corporations will be in a 
position to afford a standing nucleus organization of such personnel 
and to ensure their succesive utilization on new projects. 

Personnel Departments 

8.77 Generally, the personnel departments in public under¬ 
takings have been placed under officers on deputation from the 
Central or the State Governments. When the officer on deputation 
is from the State Government, he is from the State Government in 
which the public undertaking is located since it is argued that an 
officer from the State Government is in a better position to help 
the undertaking in securing suitable personnel, particularly at the 
lower levels, from resources locally available and in securing the 
co-operation of the State Government departments. Consequently, 
personnel managers -in the public undertakings are often not pro¬ 
fessionally qualified. Some undertakings like Air India, Bharat 
Electronics, Fertilizer Corporation, HSL, Hindustan Aeronautics, 
FACT, ITI, Rare Earths, ONGC, Neyveli Lignite Corporation and a 
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few others have had their personnel officers, trained in training 
institutes. But a majority of undertakings have not even taken 
this step. Another common feature of the personnel departments 
of the undertakings is the lack of expertise in fields like industrial 
'engineering, labour relations, manpower planning, etc. 

8.78 The result of these factors has been that the personnel 
.departments as they exist today resemble, more or less, the estab¬ 
lishment sections of Government departments, their activity often 
decaying into a lifeless routine. The status accorded to the depart- 
jnent also varies from undertaking to undertaking. Only in a few 
cases does it deal directly with the chief executive; since in most 
■cases it is attached to a ‘line’ functionary below the chief executive. 
For effective personnel management, we recommend that per- 
rsonnel administration should be recognised as a staff function of the 
highest importance) and the department dealing with it should be 
equipped with the necessary expertise in industrial engineering, 
labour relations, manpower planning, etc, and attached directly to 
'the chief executive of the undertaking. 

S. Industrial Relations 

5.79 The labour policy and programmes of the Government 
make no distinction between the enterprises in the public and 

MV 

private sectors. But public enterprises can legitimately be expect¬ 
ed to act as model employers and set an example of enlightened 
management and employer-employee relationships. We have con¬ 
sidered what these special responsibilities attaching to the public 
enterprises should be, and whether there are any special deficien- 
oies and problems that exist today in this area in the public 
sector. We have taken note of the fact that Government, vide their 
^Resolution of 24th December, 1966, have set up a National Commis¬ 
sion on Labour. The terms of reference of the Commission are very 
comprehensive and, inter alia, cover the responsibility to 
undertake a— 

(i) review of the existing legislative and other prpvisions 
intended to protect the interests of labour; 

fii) examination of workers’ earnings and provisions relating 
to wages, all aspects of labour welfare and the existing 
arrangements for administration of labour welfare and 
for social security; 
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(iii) study of relations between employers and workers, and 
the role of trade unions and employers’ organizations;^ 
and 

(iv) study of labour laws and voluntary arrangements like' 
code of discipline, joint management councils, etc and 
the machinery in the Centre and in the States for their 
enforcement. 

In view of this comprehensive study of the subject that the National 
Commission will undertake we have confined our examination to 
the more important deficiencies that exist today in public enterprise 
and the major problems that all undertakings in the public sector 
are facing. 

Model Employers 

8.80 The policy that the Government has formulated for the 
application of labour laws, as set out in the Five Year Plans,, 
envisages that public enterprises will conduct themselves as pro¬ 
gressive employers serving as a model for the private sector. The 
Guide on ‘Labour Laws and Practices’ brought out by the Ministry 
of Labour & Employment—a very useful document—attempts to 
amplify the special obligations cast on the managements in the 
public sector. Besides indicating that managements have to dis¬ 
charge their responsibilities with exceptional care, the Guide 
suggests that the managements should adopt a really enlightened 
policy in labour matters, treating workers as real partners, ensuring 
that their just grievances are promptly redressed and taking timely 
remedial measures after ascertaining the causes of labour unrest. 
We recommend that the special responsibilities of the management 
in the public sector with regard to labour matters should be clearly 
spelt out by the Government. It may perhaps be possible for the' 
National Commission on Labour to define these special responsi¬ 
bilities. The Government can then lay down principles that will 
serve as guidelines to the managements as well as the officers of 
the Government Labour Departments. 

8.81 In our' view, it is most important for the management tO' 
have and to show a lively interest in the welfare of the employees. 
The promotion and training policies of public undertakings should 
be so devised as to convince the workers of the interest that 
management has in developing their skill and qualifications and in 
improving their prospects and standard of living. We would like to 
point out, however, that the ‘model employer’ concept should not 
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4)6 interpreted, particularly by the officers of the Government 
^Labour Department, to mean that management is bound to accept 
.any demand that any organization of workers may put forth. Nor 
;should the ‘model employer’ approach be construed to mean that 
^supervising officers would be expected to condone or be lenient to 
laziness, indifferent work and acts of indiscipline. Indeed, such an 
.attitude would be positively harmful to the ultimate interest of the 
undertakings as well as the workers themselves. 

,Statutory Obligations—Existing Deficiencies 

8.82 The management must be efficient in detecting causes of- 
*disaffection and prompt in initiating speedy measures to remove the 
•causes of disaffection or moving the conciliation machinery to deal 
^ith disputes. One of the basic factors on which proper labour 
management depends is the prompt and effective manner in which 
the employers discharge their statutory obligations. But in the past 
•there has unfortunately been considerable delay in the fulfilment 
•of such obligations in the public sector. The Estimates Committee 
in a report brought out in March 1964 (52nd Report), listed 17 
public undertakings, established for several years, in respect of 
•which standing orders had not been framed or certified as required 
by the provisions of the Industrial Employment (Standing Orders) 
Act, 1946. Thus, in certain cases, even the standards laid dovm in 
the labour laws are not being- oomplied with. The 52nd. Report ^so 
listed 28 undertakings which had not yet laid down proper proce¬ 
dures for the redress of their employees’ grievances. Even now, 
there are many undertakings, e.g.. Central Warehousing Cocpora- 

ttion, Hindustan Salts, lAC, National Buildings Construction Cor¬ 
poration, National Minferal Development Coi'poratiop, Indian 
Drugs & Pharmaceuticals and Cement Corporation of India, Which 
are yet to establish a regular procedure for the redress of griev¬ 
ances. It is regrettable that these deficiencies continue despite the 
fact that Government have circulated model standing orders and 
grievance procedure for the guidance of the managements, 

8.83 We are of the view that these deficiencies arise mainly from 
lack of adequate knowledge and understanding of the provisions of 
the labour laws and the non-statutory obligations attaching to the 
managements as a result of Government’s labour policy and tripar¬ 
tite decisions like the Code of Discipline in Industry. In thejr 
report* on Personnel Policies of Public Undertakings, the Estimates 

*Para. 237 of the 52nd Report of the Estimates Committee—March, 1964. 
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Committee has observed that “the absence of an efficient and effec¬ 
tive Personnel Department in the undertakings has to some extent' 
been responsible-for the lack of proper attention to even elemen¬ 

tary things like the adoption of Standing Orders, drawing up of a 
Grievance Procedure, etc.” 

Level of Labour Management Function 

8.84 As mentioned in para. 8.77 of this chapter, the Personnel 
Departments in most enterprises have been placed under officers on 
deputation from the Central or the State Governments. These offi-- 
cers are not always persons who are professionally qualified or 
adequately experienced in labour matters. We recognize that it 
might not be possible to lay down, rigid qualifications, but manage-. 
ments of the public undertakings should be able to take steps to. 
have their Personnel Managers trained in industrial relations and 
labour management, and to strengthen their Personnel Departments, 
in this respect. We feel that an officer who is professionally qualified" 
Or equipped with sufficient experience in labour management should' 
be available at a senior position in the personnel department, pre-- 
ferably second to the Personnel Manager, unless the latter himself' 
is an expert on the subject. We suggest that the labour officer should: 
have direct approach to the chief executive in case he felt that his-, 
advice was being unjustifiably disregarded by any line authority. 

8.85 From the information that we have received from many- 
public undertakings, it also appears that there is no clear line of' 
demarcation, in many cases, within the personnel department be-- 
tween the functions of industrial relations and labour welfare on the ■ 
one hand, and the other aspects of personnel management like recruit- - 
ment, promotions, and conduct and discipline on the other. In our 
view, it is dfficult for the same set of officers to discharge both these 
kinds of duties. If labour officers are to be effective in dealing with 
the workers, it is necessary that they do not have to share responsi¬ 
bility for decisions that might become the subject-matter of disputes. 
We feel that officers entrusted with labour relations should not 
shoulder any direct responsibility in matters like recruitment, pro¬ 
motions and disciplinary action against workers. Moreo'ver, it vmuld 
be a distinct advantage if the chief executive is able to obtain im¬ 
partial and objective advice on labour matters from a senior officer 
who does not shoulder responsibility for any subject other than those 
of industrial relations and labour welfare. We suggest that, as a rule, 
a separate section should be established exclusively for labour rela¬ 
tions within the personnel departments of public undertakings. In_ 
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the larger undertakings, a separate labour department should be 
organized solely for labour relations. In undertakings where a 
separate department is established, it would be necessary to secure 
the closest co-ordination between the personnel department and the 
department for labour relations. The heads of these two departments 
mast, therefore, work in co-operation with each other and take im¬ 
portant decisions after joint consultation. At the director level, one 
full-time director should be entrusted with these two departments to 
ensure the harmonious working of both. 


Labour Officers of the Central Pool 

8.86 The Ministry of Labour & Employment maintain a Central 
Pool of labour officers. Officers from this pool have been deputed to 
and, in some cases, permanently absorbed in the service of the under¬ 
takings. The meeting of the heads of public undertakings held in 
July 1963 came to the conclusion that personnel departments in the 
undertakings should be strengthened. The meeting also suggested 
that while appointing labour officers preference might be given to 
officers of the Central Pool, who possessed the appropriate labour 
background and experience. We suggest that the Ministry of Labour 
& Employment should, in co-operation with the Ministries concerned 
and the public undertakings, survey the anticipated requirements of 
undertakings for labour officers, with a view to providing experienc¬ 
ed men in larger numbers to the public undertakings. We feel that 
this will help facilitate permanent absorption of experienced and 
qualified labour officers of the Central Pool in the service of the public 
undertakings. In fact, the Bureau of Public Enterprises can maintain, 
in the same manner as for other categories of personnel, a list of suit¬ 
able labour officers, to facilitate both their permanent absorption in 
the service of the undertaking as well as inter-undertaking transfers 
of these officers in suitable cases. We suggesi that once a pool officer 
is deputed to an undertaking, the Ministry of Labour & Employment 
should not call for any direct reports from that officer, as is the 
practice in some cases at present, but should treat him as an employee 
of the undertaking. 

Labour-Management Relations 

8.87 We have observed that the relations between management 
and the workers are not cordial in many public undertakings. Re¬ 
cently, a number of case studies have been undertaken by teams set 
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tip by the Ministry of Labour & Employment to study industrial rela¬ 
tions and the implementation of labour laws, tripartite decisions etc 
in selected public undertakings, like Rourkela and Durgapur Steel 
Plants of the HSL, Nangal and Sindri units of the Fertilizer Corpora¬ 
tion, Hindustan Cables, ITI and Praga Tools etc. Information has 
also been collected from these and other undertakings about labour 
troubles that have resulted in strike and cessation of work during 
the preceding three years. An analysis of this information and the 
case studies shows that in most cases, the trouble could be traced to 
inter-union or intra-union rivalries and the problems faced by the 
management in determining which union or group within a union 
actually represented the majority point of view. The analysis also 
reveals that communication between workers and management was, 
by and large, not satisfactory and that the machinery for joint con¬ 
sultation and joint councils of management had either not been 
organized adequately or were not functioning effectively. The grounds 
on which the workers’ unions launched agitations varied from non- 
acceptance of awards, disputes regarding bonus, project allowance 
and other allowances, disciplinary action against workers, alleged 
■assignment of extra work, and retrenchment of staff, to individual 
grievances. 

8.88 In several cases, disputes between management and labour 
have erupted into unfortunate incidents involving acts of violence 
and disturbance of law and order at the site of the factory. In parti¬ 
cular, the Sindri Fertilizer Plant, Durgapur Steel Plant, and under¬ 
takings at Ranchi and the Heavy Electricals Plant at Bhopal have 
been scenes of such occurrences. The Estimates Committee cited* 
the Report of the Consultants regarding the Heavy Electricals 
Plant at Bhopal in which the consultants had observed that—“There is 
ample evidence that a deplorable state of indiscipline exists among 
the workers.” This Report also mentioned* about “the management’s 
representatives on the shop floor being so terrorised by threats of 
violence to themselves and their families that they are afraid to take 
disciplinary action or report men flagrantly ignoring instructions 
and even sleeping during working hours.” 

8.89 The problem has recently assumed alarming proportions 
with labour resorting to potentially militant measures in their 
attempt to secure acceptance of their demands by the managements, 
both in the public and the private sectors. These incidents which 

*Para 24S of th; 35th Ripj. i of the Eiti-nitss Co-Tmittee of the Third Lok Sabha— 
April, I963» 
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liave come to be commonly described as ‘gheraos’ have introduced 
a new and dangerous element in the field of labour-management 
relations. High level discussions have taken place on this point both 
in the Government and at tripartite conferences of the representa¬ 
tives of Government, the employers and the trade unions. We 
believe that a fair degree of unanimity has been reached on the 
conclusion, that ‘gherao’ is not a rightful or a legitimate weapon in 
the armoury of the trade union. We are convinced that agreements 
between labour and management should be arrived at through 
■collective bargaining and voluntary agreement, and not through 
collective coercion and exaction of concessions by the use of terror, 
veiled threats of force and violence. If unchecked, these tendencies 
are bound to damage the normal machinery of labour-management 
•consultations and of conciliation. We would like to point out that 
the public enterprises represent social property and the managements 
act as agents of the State charged with the management of this social 
property in the collective interest In such circumstances, ghergos 
in the public sector are particularly incongrupps and injurious. We 
would recommend that, while taking the necessary measures to 
■ensure that the just grievances of labour are satisfactorily redressed 
and the awards of labour tribunals, wage boards etc expeditiously 
implemented by the management, the Central and the State Gpyem- 
ments should take immediate and effective steps to ch^k the spread 
of *gheraos' in all the industrial units, whether in the pubhp or the 
private sector. 

8.90 In essence, a strike or agitation represents a breakdown of 
the normal processes of negotiations between labour and manage¬ 
ment and a failure of conciliatiran. This may be the result of inept 
handling by the management, unjustified demands and irresponsible 
■action on the part of the workers’ union or the ineffectiveness of the 
enforcement machinery of the Government concerned. In the 
following paragraphs, we shall attempt to deal with some of the 
more important deficiencies and problems that the managements 
•of public undertakings are facing in regard to labour matters. 

Recognition of Trade Unions 

8.91 The problem of recognition of trade unions is a very com¬ 
plicated one. T.t has often been the main cause of friction betwewi 
labour and management. The Sindri Fertilizer unit, Durgapur 
Steel Plant, the air corporations. Heavy Electricals (Bhopal) etc 
have experienced intermittent labour troubles on account of inter- 
union and intra-union rivalries. There is no Central Act whic^ 
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provides for compuJsory recognition of unions. The Indian Trade- 
Unions Act, 1926, contains provisions for registration under certain 
conditions but it does not cast any obligation on the unions to seek 
registration under the Act, nor does it impose any obligations on 
the management. However, the Bombay, Rajasthan and Madhya. 
Pradesh Industrial Relations Acts provide for statutory recognition 
of unions under specified conditions, and confer certain rights on 
the unions that are granted recognition. In other areas, manage¬ 
ments are expected to extend recognition to unions in accordance 
with the procedure and criteria laid down in a voluntary code, viz., 
the Code of Discipline. The Code, however, does not define the 
rights of a recognized union as against a non-recognized union. 
Moreover, even an unrecognized union can raise a dispute, have 
conciliation proceedings started or take the dispute to adjudication. 

8.92 We feel that the present position leads to an undue pro¬ 
liferation of unions and an imhealthy rivalry between them. Not' 
only does this lead to the escalation of demands by competing unions 
but it also weakens the trade unions on the whole and makes the 
process of labour-management negotiations extremely complicated. 
A certain refinement in. the trade unions and labour laws does seem 
to be called for to overcome these difficulties. We recognise that 
it may not be a practicable proposition to provide for compulsory 
recognition unless the employers and the labour organizations are 
agreeable to it. It is important, however to devise a suitable 
machinery which will enable management to decide between the 
conflicting claims put forth by rival unions. We suggest that the 
procedures for the verification of union memberships by the Govern¬ 
ment Labour Departments and the Registrars of Trade Unions 
should.be streamlined and made more effective to enable manage¬ 
ment to have an accurate idea of the representative strengths of 
different unions. A properly recognised and representative union 
is a definite asset to any enterprise, giving a fillip to voluntary 
negotiations between the parties and reducing the number of disputes 
and cases requiring settlement by adjudication. 

8.93 Proliferation of unions also results in union finances be¬ 
coming weak and meagre. It is sometimes alleged that some unions 
call for strikes or launch some kind of agitation simply to raise 
union funds. These allegations may or may not be true. But in 
the situation that prevails today in some undertakings, a less res¬ 
ponsible union which frequently adopts an agitational approach 
is likely to be much better off financially than a union which may 
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be pursuing the more responsible path of achieving results through^ 
hard work and negotiations. We feel that the difficulty that trade- 
union officials experience in collecting union dues should be viewed-, 
sympathetically by the managements. We hope that the National: 
Commission on Labour may examine the relative merits of systems 
like the ‘check-off system’ (under which union dues are collected: 
by making deductions from the wages) and others that have been 
adopted in other countries and recommend practical steps v/hich suit: 
the conditions which prevail in our country. 


‘Appropriate Government’ for settlement of Industrial Disputes 

8.94 According to the provisions of the Industrial Disputes Act,.. 
1947, matters relating to the settlement of industrial disputes of most- 
public undertakings, companies as well as statutory corporations,., 
fall within the State sphere. A few undertakings like the Air India,. 
I AC, the undertakings in the mining sector and the oil-fields are ex-- 
ceptions in respect of which the Central Government is the appro¬ 
priate Government for the purposes of the Act. The departmental 
undertakings of the Central Government like railways, posts and.' 
telegraphs etc and the banks fall within the Central sphere. It is . 
reported that the Ministry of Labour and Employment are re-- 
examining the existing division of jurisdiction between the Central' 
and the State Governments to overcome the difficulties that are being 
experienced in starting proceedings of conciliation and arbitration, 
of disputes in projects that have units in more than one State. There 
is no unanimity in the views expressed by the managemerds of pub¬ 
lic enterprises on the desirability of bringing the settlement of in¬ 
dustrial disputes in Central Government undertakings under uni- - 
form Central laws. For instance, Hindustan Shipyard and Heavy 
Electricals (Bhopal) have suggested that it would be better if in-- 
dustrial relations were handled by the Centre for the sake of unifor¬ 
mity. The management of Hindustan Steel have expressed the 
view that this will, perhaps, be a mistake as the managements, in 
dealing with labour troubles, especially those that are likely to lead 
to tension and breach of the peace, have to function in close co-opera¬ 
tion with the authorities of the State Governments including the 
authorities at the district level. 

8.95 The recent amendments made in the case of some of the 
financial institutions and the air corporations give the impression that: 
there is a trend in favour of making the Central Government the 
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.appropriate Government in matters relating to the settlement of 
industrial disputes. We feel that the question needs to be examined 
.particularly in respect of the multi-unit undertakings like Hindustan 
Steel, Hindustan Machine Tools, Hindustan Aeronautics, Fertilizer 
Corporation of India etc which have units located in more than one 
State. In our view, there are advantages in applying uniform laws 
■on all the establishments of the same public enterprise. The need 
for uniformity will be greater with the creation of the multi-unit 
•■corporations that we have suggested for the public enterprises in 
the industrial sector. Uniform laws for settling industrial disputes 
and governing. the recognition of trade unions will facilitate the 
building up of an affiliative union organization for workers m the 
-same industry. This will also help in promoting the growth of 
strong and stable unions and avoiding multiplicity of management- 
unions’ negotiations and agreements for projects falling in different 
-States. We recognize that the co-operation of the State Government 
Departments, particularly the district authorities, is essential for 
good industrial relations. But we feel that with good liaison and 
timely and periodical consultations with the authorities of the State 
'Government, this should be readily forthcoming. For certain indus¬ 
tries like the oil-fields and mines the Central Government is already 
the appropriate Government for matters relating to the settlement 
of industrial disputes. For considerations set out in the above para¬ 
graphs, we feel that it woxild he advantageous to bring certain cate¬ 
gories of heavy industries like the steel plants, heavy engineering 
. and machine tools plants, heavy electricals, big fertilizers and che¬ 
micals plants, aircraft manufacturing units, shipyards, etc, within 
the Central sphere for matters relating to the settlement of indus¬ 
trial disputes. It is in these sectors that multi-unit corporations are 
functioning or integral corporations may be set up, as proposed by 
us, with subsidiary units located in more than one State. 

Communication in Industry and Joint Consultation 

8.96 Joint consultation between management and workers pro¬ 
vides the most effective means of communication within the enter¬ 
prise. Quite often disputes occur in the undertakings because of 
mis-information or a lack of understanding on the part of workers 
about the changes initiated by the managements. The Industrial 
Disputes Act, 1947, prescribes the setting up of Works Committees 
comprising an equal number of representatives of management and 
workers, if so required by the appropriate Government. The func¬ 
tions envisager^ for the Works Committee are to promote measures 
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for securing and preserving amity and good relations between the^ 
employer and the workers, and towards that end to comment upon. 
matters of common interest or concern and endeavour to compose- 
diiierences of opinion with regard to such matters. From the infor¬ 
mation that we have received from the public enterprises it appears 
that the Works Committees are not yet functioning effectively. 
The reasons that the managements have given for their ineffective¬ 
ness are the lack of positive response from workers, absence of 
strong unions and inter-union rivalries. 

8.07 The importance of communication should also be viewed in¬ 
relation to the size of the enterprise. A common feature of the in¬ 
dustrial public enterprises is their large size and complexity of orga¬ 
nization. This, in turn, increases the problem of securing good hu-- 
man relations among the employees. Inadequate communication in 
these enterprises is, therefore, bound to result in a good deal of mis¬ 
information among the employees and this inevitably detracts from. 
their willingness to co-operate wnth the management. 

8.98 We feel that the attainment of higher morale, discipline 
and improved incentives largely depends on facilitating and 
developing communication within the enterprises. In our view, 
communication does not iherely consist of making available more^ 
and better factual information about the industry but includes cer¬ 
tain positive aspects which are more important and perhaps more 
difficult to achieve. Foremost is the need to instil in the workers; 
a sense of partnership^ a sense of pride in the public enterprise and 
a sense of responsibility for its efficiency and well-being. There- 
is great need for infusing among all the employees a sense of 
common purpose and an awareness of the fact that they are work¬ 
ing in an enterprise which is engaged in serving the collective in¬ 
terest of the community. It is also necessary to make the workers^ 
of public undertakings aware of the major problems that the coun-- 
try and industry are facing, problems like the shortage of basic 
goods and materials and dependence on imported goods, shortage 
of capital resources, the overriding necessity for improving produc¬ 
tivity and the crucial need for ensuring the maximum possible 
Utilization of the huge amount of capital invested in the 
enterprises. 

8.99 We feel that the achievement of these positive aims is not 
simply a matter of circulating information but of promoting: 
greater understanding through an effective programme of educa- 
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'tion and training. The introduction of the Workers’ Education 
Scheme, now in operation for over eight years, has been a step in 
the right direction. We, however, feel that managements as well 
-as trade vmions in the public sector have to shoulder a greater share 
of the responsibility for workers’ education. The fact that a semi- 
. autonomous board has been set up for Workers’ Education does 
:not dilute this responsibility. We, therefore, reiterate our sugges- 
:tion that managements in consultation with the labour organiza¬ 
tions, should devise an integrated plan of education, training, and 
'promotions to demonstrate to the workers their interest in improv- 
.ing their prospects, skills and qualifications, and standard of living. 

8.100 The consultative bodies set up so far in the public under- 
'takings have yet to become effective channels of communication 
^between the management and the workers. If the joint consulta- 
:tive machinery is to be sjuccessful, it is important that manage- 
:ments do not view it as a mere gesture or a grudging concession 
■to the trade unions. In our view, the main reason for the failure 

■ of Works Committees is the fact that they are convened in routine, 

■ without adequate preparation of agenda papers. The result is that 
members do not find the discussions very worthwhile. We suggest 

" that the managements should take Works Committee meetings as 
mpporunities to inform the workers of their plans and difficulties 
and to explain the reasons for the changes Deing initiated. We 
also suggest that due publicity should be given to the proceedings 
of the Works Committees so that the workers’ representatives may 
feel more interested and responsible for what emerges from the 
discussions. 


“Expenditure on 'Workers’ Welfare 

8.101 As far as townships and ancillary facilities are concerned, 
the public undertakings have p-ovided them on a liberal scale. 

' Medical and educational facilities, shopping and community cen¬ 
tres, playgrounds etc are provided by practically every undertak¬ 
ing. The actual and anticipated capital outlay of the townships of 
public undertakings including expenditure on ancillary facilities is 
of the order of Rs. 300 crores and constitutes well over a tenth of 
the total investment on the public sector projects of the Central 
• Government. The Committee on Public Undertakings (8th Report, 
May 1965) has commented upon the different standards followed in 
-the scales of accommodation and the scales at which services and 
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other facilities were being provided. We suggest that, as recom¬ 
mended* by the Committee on Public Undertakings, action should 
be taken to lay down ‘suitable guiding principles, norms and 
standards without any delay-to ensure that public undertak¬ 

ings follow a balanced approach in incurring expenditure on pro¬ 
ductive and non-productive activities’. 

8.102 In the 8th Report of the Committee on Public Undertak¬ 
ings, mention was made of the fact that the standards of concealed 
•subsidy on housing laid down by the Ministry of Finance in their 
circular of 23rd March, 1960, had been exceeded by many public 
undertakings. From the data that we have received from the 
public undertakings it appears that there is no clear-cut method of 
■working out the cost of the subsidy on housing, transport, leave 
concessions, school and medical facilities etc provided to the 
workers. A majority of the Central Government undertakings have 
indicated that information in this respect has not been fully 
worked out and is not readily available. Even the undertakings 
which have supplied the necessary information have followed diffe- 
-Tent criteria in working out the figures. An accurate comparative 
analysis is, therefore, not possible. But the figures do give an indi- 
“cation that there are considerable variations in this respect. The 
-cost of subsidy per worker per month relating to some of the pro¬ 
jects is given below; 


Hindustan Steel— 


(a) Bhilai Steel Plant ...... 

. Rs. 41 

(b) Rourkela Steel Plant ..... 

. Rs. 60 

(c) Durgapur Steel Plant. 

Rs. 62 

Hindustan Aeronautics Ltd. ..... 

Rs. 24 

Hindustan Cables ....... 

-Mining and Allied Machinery Corporation 

. Rs. 43 

(induing PF and 
ex-gratia payment) 

Rs. 39 

'National Mineral Development Corporation (Kiriburu 
Project). 

Rs, 41-50 

Indian Telephone Industries ..... 

. Rs. 26 

National Newsprint and Paper Mills 

- - - - - / _ _ _ . _ _ 

. Rs. 23 


♦Para. lO of the 8th Report of the Committee on Public Undertakings—May 1965. 
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Fertilisers and Chemicals Travancore, Ltd . , . Rs. 6r 

Hindustan Antibiotics ....... Rs. 35 

Hindustan Insecticides— 

(a) Delhi unit . ' . . . . . . . Rs. 70 

(i) Alwaye unit ........ Rs. 34 

Indian Rare Earths ........ Rs. 21 

National Small Industries Corporation . . . . Rs. 80 


8.103 We recognize that it is not possible to lay down any rigid’ 
financial limits in this regard. Expenditure is bound to vary from, 
undertaking to undertaking depending upon its location and the 
availability of housing and medical and educational facilities in the 
neighbourhood of the project. However, we suggest that Govern¬ 
ment should have the question examined by a committee consisting, 
of the representatives of a few selected public undertakings and the- 
Ministries concerned. The Committee can work out guide-lines and 
norms for the purpose of ensuring a certain degree of uniformity 
among different public undertakings. We feel that this is a neces¬ 
sary step. Glaring disparities in the scales of amenities afforded to 
the workers in different projects are bound to give rise to a cycle- 
of escalating demands in the public sector resulting in avoidable- 
additional expenditure. We recommend, that the necessary infor¬ 
mation should be worked out and compiled by the projects on a* 
uniform pattern and collected at a central point, viz., the Bureau, 
of Public Enterprises. The Bureau can then make it available to' 
all the public sector projects. This in itself will lead to greater 
incentive for uniformity, and will place managements in a better 
position to deal fairly and effectively with the demands put forward- 
by the workers’ organizations. 

Workers’ Participation in Management 

8.104 The association of workers in the management of enter¬ 
prises can be an important means for maxinaising co-operationi 
between the workers and the managements. Perhaps the most 
significant success achieved in this respect has been in Yugoslavia- 
where the workers’ council elects the chief executive and holds, 
him accountable for the working of the enterprise. But there too 
the chief executive and the managerial staff are responsible for the- 
administrative control of the enterprise, and the workers do not 
take upon themselves the job of day-to-day administration. It is- 
necessary, to realise these limiting factors and to examine ther 
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extent to which workers’ association in management can be secured 
in the conditions that exist in our country. We have first to pre¬ 
pare the ground by educating and reorienting the outlook of the 
workpeople and managers. 

8.105 A suggestion often made in the context of association of 
labour in management is to include a labour representative on the 
Board of Directors of the undertaking. We feel that this is not 
a desirable step since it is difficult for the representative of labour 
to discharge at the same time the different responsibilities attaching 
to a board member and a labour representative. In our view, such 
an arrangement detracts from’the constructiveness of discussions 
in the Board without bringing about any appreciable improvement 
in the transaction of business relating to industrial relations. What 
the workers actually want to be associated with are matters which 
affect them more intimately, matters which are of immediate and 
vital interest to them like security of service, information about 
the enterprise, future prospects, wages etc and not high policy 
decisions. We have already stated that the boards of public under¬ 
takings can benefit if a person having experience of trade union 
work is appointed to the board, not in the capacity of a labour 
representative but as an expert on labour matters. 

3.106 As a positive measure for securing the participation of 
workers in management, Government have introduced the scheme of 
Joint Management Copncils. The Scheme, which is purely voluntary, 
envisages the setting up of joint councils of management, com¬ 
prising representatives 'of workers and the management. These 
councils will have direct administrative responsibility for such 
matters as workers’ welfare, safety measures and training, and the 
right of consultation in matters like the administration of Standing 
Orders and innovations in the methods of production. Although 
many public undertakings have established advisory committees that 
have labour representatives to look after the management of such 
activities as housing schemes, co-operative stores, canteens, creches, 
schools, etc, the scheme of Joint Management Councils has been 
tried only in a few undertakings, e.g., in Hindustan Insecticides, 
Hindustan Machine Tools, National Coal Development Corporation, 
Fertilisers and Chemicals Travancore Ltd, etc. The managements 
of these undertakings and of Hindustan Steel (where the scheme is 
yet to be tried) have stated that joint councils of management have 
not been successful because of inter-union rivalries, lack of workers’ 
109 HA—14 



coopei'ation and the fact that they were sometimes used for the pur¬ 
poses of collective burgaining. In almost all these undertakings the 
jeint councils that were set up became moribund soon after their 
formation. 

8.K)7 In 1963, the working of the Scheme was assessed by the 
BfinlStty of Labout dhd Efrifdoyment and a comprehensive report 
■y^ras circulated to the public undertakings suggesting measures for 
^rengthening the joirit council^. The Ministry of Labour and 
Bmployment have al^o Set up a special unit to assist fhanagements in 
the public sector in sitting up joint management councils and 
working out the relevant details. We find, however, that the Scheme 
hai not made mu:h headway for various reasons. We feel that public 
enterprises should take the lead in setting up joint consultative 
machinery. If such councils function with the spirit and perspective 
that should characterize such institutions and if they receive the 
requisite support from the top management of the undertakings, the 
public sector will really be able to set an example in harmony and 
co-operation. 



CHAPTER IX 


FINANCIAL AND MATERIALS MANAGEMENT 
1. F&iimclal MaBag^nient 

9.1 Most public enterprises are yet to introduce modern techni¬ 
ques of financial management in their operations. By and large, 
the finance and accounts organizations, as at present set up, still 
have legacies of the systems and procedures adopted in the Gov¬ 
ernment departments, and cannot be said to be attuned to the 
larger requirements of industrial and commercial enterprises. The 
lack of efficient accounting organization and procedures has been 
frequently pointed out by the Parliamentary Committees and the 
auditors. A number of enterprises in which the procedures and 
organization of accounting leave much to be desired have been 
mentioned in the Audit Reports (Commercial) brought out by the 
Directorate of Commercial Audit each year. We find that Gov¬ 
ernment have been issuing instructions repeatedly, and over a 
number of years, and yet the necessary improvements have not 
been brought about. 

9.2 We are aware of the fact that parts of the subject-matter 
r£ this chapter fall within the purview of two other Study Teams 
et up by the Administrative Reforms Commission to examine 
'ifferent aspects of financial administration. But since this relates 

' a management function of overriding importance, we have con- 
dered it necessary to deal with the more important aspects of 
nancial management and cost control as they obtain in the various 
iblic enterprises today and the steps that need to be taken to 
ercome the existing deficiencies. 

algeting 

9.3 In the main, the budgetary forms and procedures adopted 
the public sector follow the traditional pattern. With a few 
options, the system of classification of expenditure adopted in 
budgets does not link expenditure to activities and end results, 
gh this is a necessary requirement for performance budgeting. 

' budgets prepared by many of the undertakings also reveal 
! they are not prepared in sufficient detail, and that beyond 
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serving as a base for obtaining funds and an instrument for con¬ 
trolling expenditure levels, they do not serve other management 
needs. 

9.4 The budget of a public enterprise has also to meet the 
requirements of accountability. The Estimates Committee, in their 
report* on Budgetary Reforms, recommended that industrial under¬ 
takings should prepare a performance and programme statement 
for the budget year and that this statement should be made avail¬ 
able to Parliament along with the previous year’s statement at the 
time of the annual budget. They further recommended that these 
bodies might also be encouraged to prepare business type budgets 
which could be of use to Parliament at the time of the discussion 
on the budget. In their recent examination of the IOC (Refineries 
Division), the Committee on Public Undertakings (36th Report) 
observed: 

‘The budget at present :s used mainly for defining of physi¬ 
cal targets against which actual results are compared 
at the end of the year. If budgetary control is to have a 
meaning, the relationship between the values which are 
produced by physical results and the expenses involved 
in achieving them should be clearly understood, measured 
and gauged.’ 

The Committee recommended that performance budgeting which 
‘has come to be realised as useful in modern management practice 
....should be introduced by the IOC in all their Divisions.’ 

9.5 The budgetary forms and statements of a few selected under¬ 
takings that we have examined indicate that some of the larger 
organizations like the Hindustan Steel and the Heavy Engineering 
Corporation have already made a beginning in this respect. By 
showing the distribution of expenditure in terms of end-results and 
the distribution of costs in terms of the major constituents of the 
product-mix, their budgets attempt to satisfy the main elements of 
performance budgeting. The fact, however, remains that public 
undertakings do not at present prepare comprehensive business-type 
budgets. In many cases, very wide variations have occurred 
between the estimates and forecasts made in the budget and the 
actual figures of performance. Quite a few instances of this type 
are noted in the auditor’s reports. 

*20th Report of the Estimates Committee (2nd Lok Sabha) on Budgetary Reforms 
—^April, 1958. 
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A Broader Approach to Budgeting 

9.6 In our view, the budget should not be looked upon merely 
as an instrument that provides the basis for obtaining funds or as 
an instrument of control over those who. are authorised to spend. 
It should be viewed as a plan and a programme of action—an inte¬ 
gral part of the management dynamics which enables the members 
of an enterprise responsible for the use of resources, to project their 
ideas into the future, and concurrently to look back and review the 
actual performance as compared with promise and intentions. When 
used merely as an instrument of control, budgeting loses much of 
its value and leads people to budget more than they expect to spend 
and less than they hope to perform, turning out figures of perform¬ 
ance that show an improved but an unreal and a distorted picture. 

9.7 It is a popular belief that the budget need only be expressed 
in financial units. In fact, other units may sometimes be more 
effective and convenient, e.g., a manpower budget may be expressed 
better by stating the estimates as the numbers of men and hours 
of work required, or a production budget may be prepared more 
intelligibly in physical terms such as numbers or quantity of goods 
to be produced or services provided. It is only too often that 
budgeting is approached from the narrow viewpoint of meeting 
only the prescribed requirements and dealing only with such aspects 
of the operation of an enterprise as are strictly necessary for that 
purpose. 

9.8 We feel that a comprehensive budget for the industrial and 
■commercial enterprises should also use non-financial units, wherever 
this is more desirable, and embrace the entire organization to cover 
inter alia the following range of budgeting activities: 

(i) Production Estimates 

(ii) Sales Estimates 

(iii) C&st of Production Budget with its necessary sub-divisions, 
e.g.. 

Materials Purchase Estimates 
Labour & Personnel Estimates 
Overheads Estimates 
Plant Maintenance Estimates etc. 

(iv) Manpower Budget 

Xv) Township & Welfare Estimates 
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(vi) Research & Development Estimates 

(vii) Capital Expenditure Budget 
(viii) Profit & Loss Estimates 

(ix) Cash Flow Estimates 

(x) Capital Employed Budget—^Fixed and Working Capital. 

9.9 For examining the method of preparing budgets, the role of 
budgeting in policy formulation and the use of the budget as a 
management tool, the subject may be divided as follows: 

(i) Revenue Budgets—budgets of income and expenditure on 
revenue account; 

(ii) Capital Expenditure Budgets—budgets covering proposals 
of acquisition and disposal of fixed assets including tho 
resources required; and 

(iii) Cash Budgets—budgets of cash receipts and disbursements 
in a given period. 

In the ensuing paragraphs, we have attempted to give our sugges¬ 
tions with respect to each of the above types of budgets and the 

accounting and information techniques required to make them serve, 
as improved tools of management. 

The Revenue Budget 

9.10 The immediate and compelling necessity for a revenue 
budget is, of course, the requirement that income over a given 
period should be sufficient to meet expenditure on the activities 
planned. We feel that a revenue budget should be deemed to have 
many more uses than this. Besides being a forecast of income and. 
expenditure, it should be treated as a plan and a base for the formu¬ 
lation of policy and for laying down the expected standards of 
performance. The revenue budget should, therefore, be prepared 
in a form which is intelligible to those who examine or approve 
the estimates and to those who utilize it as a standard for judging 
performance as compared to estimates. 

9.11 We feel that the preparation of the budget should be taken 
as an opportunity to make a comprehensive and forward-looking 
review of plans and standards. The budgetary process is a two- 
way process, the submission upwards of estimates for different units, 
and the transmission downwards of provisions decided upon at 
higher levels. We suggest that the work of budget preparation 
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should begin sufficiently in advance to enable every part of the entar- 
prise to be associated in the preparation o< estimates and to have 
their own separate budjgets ^thin )the overall budgets of the enter¬ 
prise. In our yiew, the budget so prepared will represent a consis¬ 
tent an.d comprehensive pro^^amme of actijrities e^ressed in terawt 
Qt their financial iipplicgtjpns- 

9.12 The bjudget papers and programme statements provide a 
very useful base for formulating policy as they induce the manage¬ 
ment to lool;: forward and djetermine objectives and standards ht 
gdvan^. We feel thijt the budget sbpuld he taken as the occasiqm 
for reviewing the various decisions taken in isolation, for evaluating 
them in the overall content of their tot^l fizj.^ncial impact, and 
making such changes as the review Plight indicate to be necessary 
and desirable. 

9.13 We feel that, once made, the budget provisions should b« 
treated as firm but not fixed. A fixed budget has obvious limita¬ 
tions in the case of the industrial and commercial enterprises aa 
it is somewhat difficult to make a forecast of future economic condi¬ 
tions with any great degree of precision. We> therefore, suggeiH 
that a certain amount of flexibility should be built into the budge¬ 
tary process to enable modifications of the budget during its cur¬ 
rency. These modifications should take care of changes in the 
assumptions made at the time of the initial preparation of the 
budget. We suggest that the higher authorities to whom the neces¬ 
sary budget modifications should be reported for necessary authori¬ 
sation should also be designated in advance. 

Budgetary Control and Management Accounting 

9.14 The technique of comparing results with estimates and seek¬ 
ing reasons for deviations can be roughly described as management 
accounting or responsibility accounting. It involves reporting infor¬ 
mation, suited to their responsibilities, to the different levels of 
management which can then take action or offer advice based on 
that information. We feel that the comparison of the figures of 
actual performance with those estimated in the budget should be 
carried out periodically during the currency of the budget as well as 
after the closing of the accounts. A forward-looking finance orga¬ 
nization should undertake this exercise for making relevant reports 
to all levels of management entrusted with the responsibility for 
using resources. The frequency and volume of information will 
naturally depend upon the cost and time required to produce them. 
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the extent to which deviations from the budget are possibfe and the 
probable cost of such deviations. 

9.15 We suggest that expenditure budgets in general should be 
reviewed at least twice a year so that the management may get 
some mid-year knowledge of how expenditure is faring and make 
corrections, where necessary, before the year has ended and matters 
are beyond repair. We suggest that monthly profit and loss accounts 
and balance-sheets should be drawn up to indicate the profit earned 
for the month as well as the cumulative profit accruing up to the 
end of the month. We suggest that the sales and production figures, 
as also the consumption and yield figures at each plant should be 
reviewed every month and as soon as possible after the month ends. 
If these reviews reveal variations, possible adjustments should be 
explored. This kind of exercise, in our view, will be particularly 
fruitful for reviewing the cost statement for each product and 
comparing actual cost figures with the anticipations or standards 
assumed in the budget. We suggest that monthly cost statements 
should be drawn up for controlling the scales of materials usage, 
services and supplies, repairs etc, 

9.16 We feel that all management levels required to submit 
reports and returns should themselves be encouraged to analyse and 
make use of the data with the assistance that the finance and 
accounts organization can provide. We feel that periodical com¬ 
parisons of results with the budget estimates are essential to keep 
the estimates up-to-date both for purposes of policy formulation and 
for keeping a regular check on performance. Investigation into the 
deviations from the results originally estimated, generally referred 
to as the technique of ‘reporting by exception’ or ‘control by excep¬ 
tion’, enables effective and speedy control to be exercised over 
subordinates, where necessary. We feel that with a greater use of 
periodical reviews and ‘control by exception’ it will be possible to 
increase the extent of delegation of powers to the various depart¬ 
ments and management levels without diluting the control of super¬ 
visory levels. 

9.17 We also suggest that the data on budget-performance com¬ 
parison put up to higher management levels should be so devised as 
to indicate the causes of variations as well as the persons responsi¬ 
ble. We feel that the main purpose of such information reporting 
and comparisons is to ensure that the policy formulated by the top 
management is being respected and carried out most effectively. 
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Management accounting, thus, goes beyond the task of mere inspec¬ 
tion since after detecting the variations, and possible areas of faulty 
planning or mismanagement, it enables management in due time 
to invfestigate into causes and to take the remedial action necessary 
for improved finapcial efficiency. The idea is not only to ensure 
that each item of expenditure provided in the budget is being 
adhered to, but also to assess whether, within the budgetary limits, 
the money is being put to the best possible use. 

The Capital Expenditure Budget 

9.18 The capital expenditure budget also involves the same two¬ 
fold process as mentioned above in relation to the revenue budget. 
It is necessary for every public enterprise to have a fairly long-term 
capital expenditure budget to serve as a framework within which 
individual schemes can be planned, approved by the Government 
and taken in hand. This framework, in addition to the schemes for 
expansion or creation of new assests, should also include proposals 
for the improvement or replacement of existing assets. 

9.19 The budgeting for capital expenditure in the public enter¬ 
prises is inevitably linked with the procedures followed in the Gov¬ 
ernment since it is the Government itself that provides the funds. 
We have already referred to the measures necessary for expediting 
the scrutiny and evaluation of feasibility studies/DPRs in the 
Government and for expediting the necessary sanctions. As regards 
the budget itself, we feel that Government should evolve model 
budgetary forms for use in all the public enterprises. These Avill 
ensure that Government does not have to delay sanctions on the 
ground that relevant points have been omitted or require further 
elaboration. Recently, the Bureau of Public Enterprises (Ministry 
of Finance) have, in consultation with the Ministries concerned, 
evolved a standard form for estimates of capital outlays on the 
townships of public enterprises with a view to enabling Govern¬ 
ment to scrutinise the estimates and accord sanctions without delay. 
We recommend that similar model forms should be worked out in 
respect of other common items of the capital expenditur# pro¬ 
gramme and circulated to the public enterprises for information 
and Use. 

9.20 An essential requirement of long-tej:m capital budgeting is 
the existence of at least a provisional indication of the funds and 
other resources likely to be available for capital investment for as 
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far ahead as, the capital project has to be planned. The problems 
arises froni the fact that the Government does not have a distinct 
capital expenditure budget and the one annual budget of the Gov¬ 
ernment includes both revenue and capital outlays. As the Govern¬ 
ment provide the capital needed by the public enterprises, long¬ 
term planning on ? firm basis becomes a difficult proposition. The 
provisions indicated in the Five Year Plans are for a particular 
block of five years and do not give a 5-year perspective in the latter 
years of the Plan. In the United Kingdom, where a similar pro¬ 
blem obtains, the Government each year discuss with the under¬ 
taking and approve the general lines of its plans for development 
and capital expenditure for the next five years agreeing to appro¬ 
priate long-term conunitments as well. We recommend that a 
similar procedure should be adopted in the case of the public enter¬ 
prises in India to enable them to undertake long-term capital plan¬ 
ning on a realistic basis. The controls needed to keep public sector 
inveistineat generally within the Government’s resources .can always 
be prescribed. For instance, Government may e^h year fix an 
upper limit on the amounts to be spent on investment by the under¬ 
takings during a shorter period ahead, say, 2 years, and retain the 
right to approve the annual estimate of capital expenditure. 

9.21 As regards working to a capital expenditvire budget, in 
simple terms, it involves ensuring that schemes are started as 
planned and that, once started, schemes are completed with the 
minimum delay. The management and reporting systems necessary 
for this purpose have been discussed by us in the sixth and seventh 
chapters of our Report. We feel that actual results should be 
periodically compared with the budget with a view to investigating 
and taking remedial action on tnem. Such a review will also help 
in improving the accuracy of estimates in future capital expenditure 
budgets. 

The Cash Budget 

9.22 The cash budget is an integral part of the budgetary system. 
It provides the means of planning, forecasting and keeping check 
on the funds that will be available to meet payments arising out of 
either revenue or capital transactions. The' purpose of the cash 
budget is to show the net effect of all receipts and payments. In the 
private sector where the supply of cash immediately available may 
be a severe lijmitajion on possible action, the cash budget becomes a 
major instrument for policy-making. It is sometimes ar^ed that 
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the cash budget occupies a somewhat less prominent position in th«' 
public undertakings since these enterprises are financed and con¬ 
trolled by the Government and the cash budget, therefore, m 
more a reflection than a determinant of the revenue and capital' 
ejfpenditure budgets. 

9.23. We iuggeat that the cash budget and the preparation of 
periodical budget comparison statements and cash flow statement* 
should be treated as in integral part of the budgetary process. Hiis- 
is necessary for ensuring the availablity of sufficient cash to make 
payments as they fall due without incurring the unnecessary liabi¬ 
lity of accumulated cash balances lying idle. 

A Budget Manual 

9. 24 We recommend that each public enterprise should he a^ed 
to compile a comprehensive budget manual to cover the forms for 
compiling the basic information necessary for the budget, a timf- 
schedule indicating all stages from the start of budget preparation 
to its approval, the responsibility/cost centres, financial power* 
related to budgetary levels at each responsibility centre, and the 
constitution and function of budget committees. The budget 
manual should also contain the details of periodical budgetary re¬ 
views and the forms and procedures necessary for such reviews and 
for exercising budgetary control. The reporting procedures and the 
two-way channel of communication between management level* 
should also be clearly laid down. We have noted that some public 
undertakings have already drafted comprehensive manuals. We 
suggest that the Bureau should initiate action in cooperation with 
the Ministries concerned and with the assistance cf outside experts, 
wherever necessary, suggest model forms and guide-lines and pro¬ 
vide effective consultancy assistance to enable the public enterprises 
to compile a budget manual suited to the needs of industrial and 
commercial enterprises. 

Improved‘Financial Control and Delegation of Authority 

9.25 We feel that the preparation of a business-type budget, 
periodical budgetary reviews and the adoption of management 
accounting practices for exercising budgetary control will facilitate 
an increase in the delegation of powers. A major benefit flowing 
from a comprehensive budget of the business type is the fixation of 
responsibility centres and the conferment of commensurate ■finan¬ 
cial powers on the persons entrusted with responsibility for the use 
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of resources. A proper management information system and 
periodical budgetary reviews can further ensure that delegated 
powers are being exercised in a proper manner. In fact, once these 
improvements are brought about, it should not only be possible to 
ensure sufficient delegation of authority but also to reduce the 
emphasis on prior Financial concurrence and the dependence of line 
-authorities like managers, purchase officers, etc on the finance 
branch. 

9.26 We recommend that improvement in budgetary and finan¬ 
cial control should be accompanied by a greater delegation of au¬ 
thority as well as a reduction in the number of cases requiring prior 
financial concurrence. This can be achieved by increasing the finan¬ 
cial powers of managers, purchase officers, etc., and providing for 
inter-branch standing committees for such purposes as the review 
of tenders, the purchase of equipment and stores. The views 
and advice of the finance branch should be available to the line au¬ 
thorities in these committees, but the need for prior concurrence 
should be dispensed with. The practice of obtaining prior concur¬ 
rence may be of value in Government departments, but it is not 
profitable in the case of public enterprises. Its elimination will 
make the line authorities feel really responsible, as Indeed they 
should. We believe it is quite common at present for line authorities 
to seek to avoid responsibility by referring cases to different depart¬ 
ments, particularly finance, even when such a reference is not strict¬ 
ly necessary. It becomes indeed difficult in such cases later to find 
out where the responsibility for a particular transaction actually 
lies. We feel that unless these tendencies are kept in check, indus¬ 
trial and commercial enterprises will not be able to fimction on 
business lines. 

Internal Audit 

9.27 A question closely connected with internal financial control 
is that of internal audit. In any large and complex organization the 
degree of control and supervision that can be exercised personally 
by the supervising officer is necessarily limited. It thus becomes 
necessary to have an internal audit organization which is continually 
engaged in inspection and internal appraisal of performance in the 
light of established policy and procedures. From our examination, 
we find that there is a good deal of misunderstanding in various 
quarters about the nature, scope and performance of internal audit 
in relation to the public enterprise*. Quite often, internal audit is 
•onfused with pre-audit or is viewed as an additional check exercised 



173 


in advance of external audit. We have, therefore, considered this 
question at some length and have attempted to outline what the role 
and scope of internal audit should be in the public enteiprises. 

9.28 We feel that internal audit should be viewed as a service 
provided to the management organization, intended only to Serve 
certain management needs. The internal auditor does not directly 
take part in management decisions though his findings and observa¬ 
tions may influence decision-making. This freedom from the responsi¬ 
bility for executive functions is essential if the task of interal audit 
is to be carried out objectively. Wherever it gets involved in manage¬ 
ment or operational decisions, even as a stipulated pre-audit function, 
it is bound to chafe the line authorities and create difficulties and in¬ 
terfere with the flow of regular work. We suggest that internal 
audit should be viewed as an independent appraisal activity within 

the enterprise. The object of the appraisal must be to review ac¬ 
counting, financial and other procedures and the observance of rule* 

and procedures by the line authorities, to insure against fraud and 
mistakes and, more importantly, to ensure simplicity and efficiency 

in procedures. ! I 

9.29 The internal audit function, organized as a staff function, 
should be attached to the top management if it is to acquire the 
necessary effectiveness. The internal auditor should be allowed, 

and in fact encouraged, to cut across organizational lines in his staff 
capacity in order to examine the reasons for weaknesses in different 
areas of management and the working of different departments in 
relation to one another. It is customary at present to attach the in¬ 
ternal audit organization to the Financial Adviser/Financial Con¬ 
troller of the public undertaking. Although in some of the larger 
enterprises abroad internal audit together with O&M is organized 
as a separate staff group directly under the top management, we feet 
that in view of the requirements of external audit in our coimtry it 
will be appropriate to keep internal audit as a part of the overall 
finance organization of the enterprise. In a multi-unit undertaking, 
however, the relationship between the internal auditor of the unit 
and the chief internal auditor at the head office should be defined in 
such a way as not to dilute the authority of the General Managers of 
the units. We feel that the internal auditor of the unit should first 
report matters to his General Manager and also inform the Chief 
Internal Auditor at the head office so that any defects detected ift 
working or in the existing procedures as well as the constructive 
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aiuggestions that he has to make are brought to the notice of top 
.management as well as other units in the organization. 

9.30 In our view, the principal tasks of internal audit are— 

(i) to review the soundness, adequacy and application of 
accounting, financial and operational controls; 

(ii) to ascertain the extent of compliance with prescribed plans 
and procedures and the accuracy of accounts and other 
data developed within the organization; 

(iii) to make constructive suggestions for improvement; and 

(iv) to review and report the action taken by line authorities 
on the points brought out in previous audit reports, both 
internal and external. 

9.31 The management can also use the internal audit organiz- 
;jiction for discharging their responsibility for the protection and 
■ efficient utilization of the assets of the enterprise. Internal audit can 
thus be asked to verify that proper authorizations exist for the 
acquisition and disposal of the assets of the enterprise and that the 
prescribed procedures ensure that disbursements are validly made, 
and that the liabilities are incurred only in respect of the legitimate 
operations of the enterprise. The internal auditor while examining 
the documents, verifying inventories etc. can also help in the preven¬ 
tion and detection of frauds, misappropriations and pilferage. 

ReJb)tionship between External and Internal Audit,. 

9.32 Since internal audit is a staff function for the assistance of 
the management, it does not have any direct relationship with any 
external agency, audit or otherwise. The scope and approach of the 
internal auditor and that of a outside auditor differ widely. The 
former is responsible to management, and approaches his work more 
from the point of view of offering advice and suggestions than high¬ 
lighting irregularities while the latter is independent of management 
and his responsibilities for reporting facts and transactions are to 
authorities other than the management. The fact, however, remains 
that the aims of both kinds of audit correspond in certain areas. The 
strengthening of internal audit should, therefore, make it possible in 
practice to reduce the scope and intensity of the audit performed by 
an external agency. It can be said that both these types of audit 
function more or less, on similar lines and go over the same area and 
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^records. For instance, both type of auditors are interested in examin¬ 
ing whether the system of internal checks is sound and effective, 
whether the accounts, records and statements are true, whether assets 
and liabitities have beeii duly verified and have beefl correctly stated' 
-on record, and vihethef remarks and observatiohs made in previous 
audit reports have been acted upon. 

9.33 We recommend that the internal audit organization should 
be effectively organized in every public enterprise. We feel that 
besides promoting greater efficiency, this will also help in reducing 
the scope and intensity of external audit. We also recommend that 
the Bureau of Public Enterprises (Finance Division) should provide 
consultancy assistance to the public undertakings to enable them to 
aet up adequate finance and accounts organizations including internal 
audit, on the right lines and with scope and objectives of work 
suited to their requirements. 

Role of the Financial Adviser 

9.34 The functions that the finance and account.; organizations in 
the public enterprises should discharge, and as we have outlined 
above, are such as will necessarily require a review and re-orien¬ 
tation of the present role of the principal finance officer (Financial) 
Adviser/Financial Controller) of the enterprise. We have already 
indicated that it is of the utmost importance that the Financial 
Adviser of an enterprise should deem himself to be an integral part 
of the management team and not look upon himself as an outsider 
representing the financial interests of the Government. The latter 
impression gets somewhat reinforced by the fact that most of the 
Financial Advisers of the public undertakings today are Government 
officers on deputation. We reiterate our recommendation that for 
proper relationships to prevail and for the finance organization to 
have the proper forWard-looking atid helpful approach, the power to 
appoint the Financial Adviser should be vested in the management 
board and not reserved to Government. However, the management 
boards may be directed to make this appointment after consultation, 
with the Government. 

9.35 We envisage the role of the Financial Adviser as that of the 
principal adviser to the chief executive in all financial matters. The 
primacy of the chief executive should be maintained in the manage- 
rnent field. Otherwise, the whole finance organization becomes a 
great burden on the operation of the enterprise, and much of its 
^utility as a vital management aid gets lost. The same analogy holds 
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good for the subsidiary units. We suggest that the Financial Ad¬ 
visers should be encouraged to place greater emphasis on the manage¬ 
ment accounting aspect of their working rather than on maintenance 
accoimting or insistence on checks, scrutiny and approval of proposals 
coming from different departments. It will indeed be a very harm¬ 
ful development if the finance organization of a public enterprise 
starts to function as the finance department of the Government func- 
fions in relation to other Government,departments. 

9.36 In simple terms, the management is charged with the res¬ 
ponsibility of making the maximum use of the resources entrusted to 
il, and in this task the financial adviser and his organization have an 
extremely important role to play. Good financial management doe.5 
not, however, seek to dictate to line management, but aims at pro¬ 
viding to management, information on resource utilization and statis¬ 
tical analyses that reveal what the plans and performance data truly 
signify, so that management may improve the efficiency of resource 
utilization and ensure greater profitability. 

2. Materials Management 
» 

9.37 Materials management, as the name suggests, covers the effi¬ 
cient management of materials in all its aspects, affecting the flow, 
conservation and utilization, and the quality and cost of materials,. 
The range of functions includes: 

(i) materials planning and programming; 

(ii) purchasing and inventory control; 

(iii) receiving, warehousing and store keeping; 

(iv) transportation and materials handling; and 

(v) disposal of scrap and surplus including the utilization of 
by-products. 

9.38 The economical working and development of public sector 
projects require that the available capital resources are used judic¬ 
iously and most economically. Among the areas where standards of 
cost control need to be applied most strictly is that of the control of 
inventories. Apart from costing a good deal of money in avoidable 
purchases, surplus inventories load additional liabilities on an enter¬ 
prise by way of carrying costs. These liabilities resulting fi cm tied- 
up capital, additional costs of storage and handling and deterioration 
and obsolescence costs can be a permanent drag on the effort to ele¬ 
vate the financial status of an enterprise. The inventory-carrying 



177 


costs in India, according to conservative estimates, are reported to 
be about 15 to 20 per cent of the total value of the inventory. 

Value of Inventory Holdings 

9.39 The value of inventory holdings of the public undertakings, 
except the purely trading and financial concerns, constitutes the 
major component of their working capital. The position as on 31st 
March, 1966 in respect of 40 running concerns, both companies and 
statutory corporations of the Central Government was that, out of 
the working capital of Rs. 384 crores, inventories accotmted for 
Rs. 361 crores. The break-up of this amount in its various compo¬ 
nents was as follows: — 

1965-66 
(Rs. in crores) 

Raw Materials, stores and spares (both for Production and 


Construction) ........ 222-5 

Works in Progress.. . . 41-5 

Finished goods ........ 82-9 

Other items .. 14-2 

Total . . . 361-1 


9.40 The position as on 31st March, 1965 of inventory holdings as 
compared with net sales in the 43 running companies of the Central 
Government divided under three brOad categories is indicated by the 
following table:* 


(Rs. in crores) 



Description of 

Inventory 

Running 

concerns 

(34) 

Promotional 

and 

Develop¬ 

mental 

( 5 ) 

Under cons¬ 
truction 
but in 
partial 
production 
( 4 ) 

Total 

( 43 ) 

I. 

Raw materials, stores and 
spares (including in transit) 
loose tools, jigs and fixtures 

181-0 

0-5 

29-0 

210-5 

2. 

Stock (finished and semi¬ 
finished goods) 

87-0 

1-5 

5-5 

94-0 

3 - 

Total (1+ 2) . . . 

268-0 

2*0 

34 -S 

304-5 

4 - 

Net sales . . 

547-0 

6-5 

12-5 

566-0 

5 - 

Ratio of net sales to total 
inventory value 

2 : I 

33 : I 

I : 2-75 

1-8 : 1 


( 4 ) : ( 3 ) 





♦Figures taken from Audit Report (Commercial) 1966 and rounded off to the 
nearest 4 crore. Figures in brackets in ,table headings indicate the number of convpanies 
of that category. 

109 HA—15. 
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Eindence of Uverstocldng 

9.41 It is difficult to lay down a single standard to assess in pre¬ 
cise terms the adequacy 05 otherwise of inventories. However, 
there are certain tried ratios which provide a good insight into the 
extent of overstocking. A common determinant is the value of in¬ 
ventories expressed in terms of consumption in months or cost of 
production in months. In five undertakings viz, Hindustan Tele¬ 
printers, Hindustan Aeronautics Ltd, Hindustan Shipyard, Bharat 
Earth Movers and Bharat Electronics, the inventory holding was 
higher in value than 2 years’ cost of production; in five others it was 
equivalent to less than 2 years’ but over 1 year’s cost of production. 
The reports of the studies conducted by the Industry and Mi nin g 
Team and the Management Division of the Planning Commission in¬ 
dicate that in many undertakings there is good scope for reducing the 
inventory holdings to 8 months cost of production or less. 

9.42 Another tried method of assessing overstocking is to strike 
the ratio between the capital locked in inventories and the sales turn¬ 
over. The sales-inventory ratio in respect of the 34 running con¬ 
cerns of the Central Government (companies only) cited in para. 
9.40 as on 31st March 1965' was slightly over 2:1. These are less 
favourable than the ratio of about 2-75:1 reported to be obtaining in 
the private sector according to a recent Reserve Bank Survey of 1001 
joint stock companies.. According to the Survey, capital amounting 
to a little over Rs. 800 crores was locked up in inventories as against 
the annual sales turn-over of Rs. 2,200 crores. The corresponding 
figure for some of the developed countries is placed in the neighbour¬ 
hood of 5:1. 

9.43 The sheer size and value of the inventory holdings of public 

enterprises indicate that it is essential to subject them to strict tech¬ 
nical scrutiny. Even a marginal reduction brought about in the 
holdings will more than repay the cost and effort of such an investi¬ 
gation. It is equally important to review procedures both in the 
public undertakings and the controlling Ministries to reduce the ad¬ 
ministrative lead-time for obtaining materials which forces manage¬ 
ments to maintain higher stock levels. The Committee on I^ublic 
Undertakings have observed in a recent report (40th Report, Marsh 
1967) that ‘if the inventories of industrial running concerns could be 
reduced to 6 months production—^which would by no means be diffi¬ 
cult .... it would mean release of capital to the extent of Rs. 104 
crores.. 
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iEortsting Position 

9.44 Most public enterprises have set up units for materials 
management under the Controller of Stores and Purchases/Materi- 
als Manager. Despite the varying requirements in different enter¬ 
prises, managements have been confronted with certain broad 
problems of a somewhat similar nature. Most undertakings, for 
example, have had to break down their large inventory holdings 
into manageable segments for applying selective control in accord¬ 
ance with their monetary value, frequency of demand, criticality, 
and essentiality. To keep the task manageable, an attempt has also 
been made to control the number of items by codification and 
standardization, and fixation of optimum stock levels. While many 
of the larger public undertakings have set up organizations for a 
better management of materials and have also made a beginning 
in adopting modern scientific methods, most of them do not as yet 
have an effective materials management set-up. 

9.45 Some of the more common defects highlighted recently in 
the 40th report of the. Committee on Public Undertakings as well 
as the earlier reports of the Parliamentary Committees and the 
study reports of the Industry and Mining Team and the Manage¬ 
ment Division of the COPP, Planning Commission are noted below: 

(i) the inventories of industrial running concerns were in 
many cases unjustifiably high as indicated by their value 
in terms of months of cost of production and the sales- 
inventory ratio; 

<ii) on the same bases, the inventory holdings show an in¬ 
crease in 1964-65 as compared to the position in 1963-64; 

<iii) many undertakings were still to adopt scientific methods 
of inventory control like classification and codification, 
fixing limit on stock levels, ABC analysis etc; 

<iv) separation of indenting and purchasing functions and 
stores and purchase functions has not been found condu¬ 
cive to efficient materials management; 

(v) due to delays in delivery and want of materials there 
was fall in production and under-utilization of capacity in 
many undertakings; 

(vi) many undertakings did not have proper storage aiid 
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handling facilities or a proper system of physical verifica¬ 
tion and stores accounting, as a result of which there 
were losses in storage, and discrepancies were discovered 
in stock after a considerable lapse of time; 

(vii) in quite a few undertakings there was non-utilization or 
delayed utilization of by-products as a result of imperfect 
planning; 

(viii) the suppliers under the DGS&D rate contract did not 
keep to promised delivery schedules as they preferred to 
deal with purchasers directly and outside the rate con¬ 
tract; and 

(ix) purchase procedures in many undertakings were lengthy, 
and involved a large number of references to the finance 
branch. 

9.46 The Committee on Public Undertakings, after their exa¬ 
mination of the working of materials management in public enter¬ 
prises, concluded that ‘although most of the undertakings are cons¬ 
cious of heavy investment in inventories, there has not been a 
continuous effort to control the inventories or to introduce new 
techniques of materials management’. 

Scope for Improvement 

9.47 In simple terms the aim of good inventory management is 
to have the proper amount of stock on hand whenever required, 
neither too much, nor too little. It consists of maintaining stock 
levels sufficient to meet the demand, and the replenishment of the 
stock levels in such a way that— 

(i) items are supplied on demand whenever and wherever 

required; 

(ii) the overall investment in inventories is kept to a mini¬ 
mum consistent with (i); and 

(iii) the workload of supply transactions, including requisi¬ 
tioning, procurement, and the stock status and transac¬ 
tion reporting is controlled, both in detail and in fre¬ 
quency, within the framework imposed by (i) and (ii). 

A Central Control Section 

9.48 We recommend that as a first step, materials management 
should be accorded due recognition at the top level where a Central 
Control Section should be set up for materials planning and for 
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planning and securing the introduction of modem techniqu^. Of 
materials management such as codification and standardization, 
ABC analysis, value analysis etc. The Bureau of Public Enterprises 
should provide the necessary consultancy assistance to the public 
undertakings. 

Materials Management Manual 

9.49 We suggest that a comprehensive materials management 
manual should be drawn up to give concrete shape to the relevant 
scientific concepts and to outline the prescribed procedures relating 
to indenting, prcxiurement and stocking of materials. We feel that 
the impi oved methods of materials management should not only be 
practised by the personnel of the materials management group and 
stores purchase office, but should also be known to all persons in 
the enterprise concerned with their use. We feel that a compre¬ 
hensive manual will help to disseminate information to all relevant 
levels and lead to wide and general adoption of improved tech¬ 
niques. The laying down of standard procedures in the manual 
will also help to reduce delays by cutting out the references that 
are now being made to the stores purchase branch or the finance 
branch merely for the puipose of securing instructions. 

Level of Materials Management Function 

9.50 Even though separately organized, materials management 
is directly concerned with most areas of management viz, produo- 

. tion. maintenance and sales, and even accounts. We suggest that 
in the management structure, ihe materials management function 
should be placed at a sufficiently high level io enable the effective 
exercise of checks and balances cutting across different manage¬ 
ment branches. 

‘Simplifying Operating Procedures 

9.51 A factor that has a great bearing on the problem of inven¬ 
tory control is lead-time. This has two broad components: viz, pro¬ 
curement lead-time, which is a function of the market situation and 
the adequacy and efficiency of suppliers; and administrative lead- 
time, which is a factor that depends on the organization and its 
operating procedures. Every simplification of the procurement, 
receipt and inspection procedures will help to shorten the adminis¬ 
trative lead-time which, in turn, will tend to reduce the stock hold¬ 
ings and the safety stock levels, and thus release a proportion of 
the capital tied up in inventory. 
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9.52 With a view to simplifying the operatiing proeeduw*, 
make the following recommendations: 

<ii^ On me basis of ihe annual plan or the longer term five 
year plan of the enterprise, the Central Control Section 
for materials planning and management should draw its 
own plan assessing the volume of work to be done and 
the amoimt and type of material to be procured. Besides 
facilitating normal procurement processes, such advance- 
knowledge will also help to secure timely manufacturing 
capacity of scarce items on a competitive basis. In this: 
way, the purchase policy of the enterprise can be more 
closely integrated with its inventory policy. 

^ii) Cod^catioai and Specification which is basic to proper 
inventory control should be given the highest import- 
anee. Besides identifying and eliminating duplicate stock 
items, it helps promote variety reduction, provides the 
means for determining substitutes and enables standard¬ 
ization and development of specifications. 

(iii) Fifiancial concurrence rules for tenders should be clearly 
delineated both for limited tender enquiries and open 
tenders. Standing Committees should be set up for 
scrutiny and sanction of tenders to avoid references to 
and between different branches of the enterprise. The 
need for repeated financial sanctions should be avoided 
in the case of approved schemes and programmes. 

(iv) For purchases with predetermined financial limits, as 
indicated in the budget, there should normally be no 
reason for prior financial concurrence except for the very 
costly items. With the improvements in accounting tech¬ 
niques and information reporting systems, these levels 
can be progressively elevated. In cases where the re¬ 
quirement of prior financial concurrence is continued a 
target time span should be laid down to reduce the 
administrative lead-time. 

(v) Price lists of stores and equipment and lists of approved 
supplies should be maintained on a current basis to avoid 
having to seek fresh authorization as a result of recent 
changes. 

(vi) For low cost items the system of purchasing should be- 
very much simplified, reducing or, if possible, even elimi¬ 
nating the need for enquiry and quotations. 
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External Reaeons for Exceenve Inoentorieg 

§.53 'Riere are nem»y earternal reasons too for the heavy tairdfin 
of the invratorles that publie undertakings carry. The inadequacy 
of the necessary Infra-structure, transport bottlenecks, lack of sup¬ 
porting industries for the manufacture pf spares and small items, 
apprehension of sudden import cuts due to forei^ exchange crises, 
general shortage and long waiting lists create an atmosphere which 
forces managements to play safe and err on the side of surplus for 
fear of stock-out and hold-up of work. In addition to these factors, 
over which managements have little or no control, there are prob¬ 
lems which me inherited by operating managers as a result of the 
inadequacies and mistakes in the planning and construction of pro¬ 
jects. In the main, the above problems may be briefly outlined as 
'follows: 

(i) Surplus stocks and expensive construction equipment left 
over from the construction stage continue to inflate the 
inventory figures for several years after the project has 
gone into operation. 

(ii) Lack of knowiedge about the likely consumption rates of 
spares and stores in the case of new plants causes man- 
agements to procure items on the recommendations and 
pressures of the foreign collaborators and suppliers. 

(iii) Paucity of indigenous supply and resultant long procure¬ 

ment lead-times do not allow the permissible stock levels 
to be brought down. ' 

(iv) Lengthy and dilatory procedures in the Government, 
particularly those relating to the release of foreign ex¬ 
change and issue of import licences make it difficult to 
reduce lead-time. 

Steps for Improvement 

9.54 Substantial amounts of equipment required during the con¬ 
struction stage of a project become redundant once the project goes 
into operatitm. We suggest that the standards to be observed in 
purchasing these items should be stricter than those applied on 
items coming into continuous and recurring use. The first essential 
is to plan in advance the total requirements of all kinds of materials 
for the whole period of construction and then break down thir 
requirement year-wise and for shorter durations according to a rea! 
istic schedule. Within reascmable limits, the longer the time avail 
able for construction the less should be the requirement of items 
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earth-moving equipment, vehicles, common tools, safety materials 
like goggles and boots, etc. It is necessary, therefore, to be conser¬ 
vative in estimating the requirements of these Items and not base 
the estimates on too optimistic a time-schedule of construction. 

9.55. We recommend that each project should have a central 
planning group for materials under the chief engineer in charge of 
construction for planning the total requirements and phasing their 
procurement. There is also the question, to which we have already 
referred, of achieving a greater degree of coordination between 
different projects to facilitate common and more economical utiliza¬ 
tion of heavy construction equipment. The opportunities that new 
projects offer for the continued and fuller utilization of costly con¬ 
struction machinery, often imported, that becomes redundant ij\ 
completed projects have not been fully utilized in the past. It may 
he mentioned that better deployment and utilization of construction 
equipment will be possible with the setting up of multi-unit cor¬ 
porations having control of a number of projects. 

9.56 Spares stocks which constitute the bulk of the inventories 
pose a real problem. Spares stocks include a substantial amount of 
slow-moving items which are in the nature of ‘insurance spares’ 
against unforeseen breakdowns. Since most foreign suppliers 
have to guarantee the plant’s integrated performance upto the rated 
capacity, they have been known to be unduly cautious in recom¬ 
mending the provision of adequate spares. Since the management 
in these cases is generally unacquainted with the likely needs of 
the new plants, it becomes almost obligatory on management to 
accept the recommendations of the collaborators. This has led to 
very heavy inventories in some plants. We feel that the recommen¬ 
dations made by the foreign collaborators in this regard should be 
subjected to a thorough scrutiny, and examined in comparison with 
the position prevailing in similar plants abroad, including the foreign 
collaborators’ own plants, to ensure that a new project was not being 
saddled with unduly heavy stocks of slow-moving items. 

9.57 The real remedy lies in promoting the indigenous manufac¬ 
ture of the spares and small parts that are at present imported from 
abroad. A few undertakings e.g., Hindustan Steel and Heavy Engi¬ 
neering Corporation, have already set up technical cells or commit¬ 
tees to reduce the dependence on imports of this kind. We suggest 
that a nucleus cell consisting of technical experts as well as mate¬ 
rials mnnagement experts should be formed in each project, espe¬ 
cially in those with substantial dependence on imported items, to 
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systematically identify and catalogue the spares and obtain their 
manufacturing drawings and specifications as a first step towards 
■establishing their indigenous manufacture. For items required non- 
repetitively and in small quantities, projects should not delay in 
creating their own workshop facilities. 


9.58 It will be appropriate to refer here to the difficulties that 
are being faced by the public enterprises as a result of the higher 
prices charged by indigenous suppliers for products, which are often 
«lso defective or of poor quality. Many undertakings are giving 
preference to indigenous products even though their prices are 15 
■to 25 per cent higher than the prices of similar imported items. In 
some cases, the differential is even greater. For instance, the Heavy 
Engineering C orporation is normally giving a price preferenc e upto 
-an excess of 50 per cent, the Hindustan Shipyard upto 40 per cent 
and the Coal Washeries of the Hindustan Steel Ltd upto 33 per 
cent. Sometimes, the Directorate General of Technical Develop¬ 
ment (DGTD) has flatly refused to allow the import of products 
on the ground that they were available within the country. Such 
decisions that ignore considerations of quality, cost and long deli- . 
very schedules do not help the purchasing undertakings or encour¬ 
age indigenous producers to maintain and improve their standards. 
These factors create serious inventory problems for the under¬ 
takings. We recommend that Government should evolve effective 
inspection arrangements to exercise sufficient check on the 
indigenous manufacturers and the quality of their products 
so that these manufacturers do not enjoy too monopolistic 
•or commanding a position in relation to the purchasing public enter¬ 
prises under the shelter of Government’s understandable desire to 
promote import substitution. We also suggest that a uniform policy 
of price preference shotxld be formulated by the Government, fixing 
different levels for different classes of products, to serve as guide¬ 
lines for the public enterprises, indigenous manufacturers and the 
DGTD. 

9.59 Till many items of the injventory are readily available in 
the country, it will be appropriate to adopt measures in addition to 
those of physical inventory control for preserving funds, particu¬ 
larly foreign exchange. We feel that it will be of advantage to pres¬ 
cribe in addition to physical levels, financial norms linking the 
permissible levels of inventory to working capital and net sales. We 
are of the view that such financial c''nstrai7.'ts. necessary to instff 



ilisdpiine in makmg purchases, will autematicaly matas funds flow 
towards the purchase of priority items. 

Procedures for Import by Public Undertakings 

9.60 It is, of course, necessary to scrutinise very carefully every 
application for import licence whether it emanates from the public 
sector projects or private concerns. The fact, however, remains that 
lengthy procedures are bound to proportionately increase the lead- 
time in obtaining items from abroad which, in turn, would affect the 
safety stock levels of these imported items. It is evident that con¬ 
sistent with the requirements of scrutiny by Government agencies- 
like the Department of Economic Affairs and the DGTD, the proce¬ 
dures have to be considerably streamlined to reduce the lead-time- 
as much as possible. 

9.61 Several undertakings have alleged that the existing proce¬ 
dure for getting the necessary foreign exchange is cumbersome, and 
considerable time is taken in getting clearance from the DGTD and 
the licences from the Chief Controller of Imports and Exports. The 
working of both these offices has been examined in detail by Study 
Teams. On the recommendations of the Swaminathan Committee 
and the Mathur Committee, Government have already introduced 
certain reforms in procedures. Time limits have been prescribed 
for the clearance of applications for import and public enterprises 
and private concerns have been placed on the same footing so that, 
the former do not now have to go both to the administrative Minis¬ 
try and the Department of Economic Affairs to get the release of 
foreign exchange for the import of stores and spares. 

9.62 The Mathur Committee made several specific recommenda¬ 
tions for facilitating imports by the public enterprises. These re¬ 
commendations which were accepted by the Government of India 
vide their notification of 5th May, 1966 are in different stages of 
implementation. We feel that they should be effectively imple¬ 
mented as soon as possible. The following steps need to be taken in 
particular: 

(i) The facility of annual licensing should be extended to the- 
public sector projects and also be made applicable for the 
import of raw materials, components and spares subject 
to the necessary restrictions and endorsement of the- 
licensing authority. 

(ii) Applications for equipment required for emergency 
replacement should be dealt with on the same lines as 
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those from the private sector, in the sense that individual! 
applications should not be referred to the Department of 
Economic Affairs and the administrative Ministry for the- 
release of foreign exchange. 

(iii) The ceiling for iihport of raw materials, components and' 
major assemblies should be allocated project-wise with’ 
full delegation of powers. The project authority should’ 
have the power to operate the foreign exchange within- 
the allocati<ais, subject to periodical reporting to the Min¬ 
istry concerned, without indiwdual applications having to- 
go to the administrative Ministry or the Department of 
Eeoooaiic Affairs. 

(iv) It should not be necessary for a project to get indigenous 
clearance on individual applibations for the import of raw 
materials components and major assemblies. Such clear¬ 
ance should be obtained before a project authority conso¬ 
lidates its demand for foreign exchange allocations in the- 
beginning of the calendar year. 

9.63 We would like to reiterate in the end that materials man¬ 
agement is not a function that belongs only to one Ijranch of the- 
management organization. Since it includes the efficient utilization 
of materials in all its aspects, it is an activity that concerns, directly 
or indirectly, all managerial and technical personnel. We, therefore, 
recommend that the materials management function should be 
given its due place in the management organization, and the person¬ 
nel concerned in the other departments such as production, main- 
lenance, sales and marketing, and accounts should also have ade¬ 
quate knowledge of the overall plan of activities and procedures; 
;idopted for better materials management. 

9.64 We also suggest that training in materials management 
should be given ^eater importance, and the effort should be to have 
fully trained staff in the materials managewient organization. We 
i i-el that it will be advantageous to impart short-term training to 
I he personnel of other departments as well, since the management 
i f materials is an inte^ated programme requiring the cooperative 
K-tion of all the concerned branches. We suggest that adequate 
jir rmanent facilities should be created to provide both long-teym 

(lecialised training to the personnel of the materials managers’' 
de partment as well as short-term training coura;s for the personnel; 
of other connected departments. 



CHAPTER X 


FINANCIAL MATTERS AND PRICING 
1. Financial Matters 

10.1 During the Third Plan period, the investment in the public 
'Sector has more than doubled, as far as the undertakings of the Cen¬ 
tral Government are concerned. At the commencement of the Third 
Five Year Plan, 48 units accounted for a total investment of Rs. 953 


crores. By the end of the Third Plan period, 26 more units had 
come up and the total investment increased to Rs. 2,415 crores in 
74 units. That most of this investment was made by the Central 
^Government is clear from the following table: 


Table 

(Rs. in crores) 

Central Government 

. '2304 

State Governments 

. 8 

Pivate parties (Indian) 

. . 23 

Private parties (Foreign) 

. 80 


Total . 2415 


'-Loan-Eqvity Ratio 

10.2 Before the commencement of the Third Plan period, broad 
principles had not been laid down for determining the loan-equity 
ratio in public enterprises. But, in 1961, the Government of India 
decided (vide letter of 13th June, 1961 of the Ministry of Finance) 
that ‘while making provision for the projects in the public sector 
the working assumption will, unless there are exceptional reasons 
to the contrary, be that each project will be financed on the basis 
of approximately half its capital being in the shape of equity and 
the rest being in the shape of loans.’ Since then the attempt has 
been to fimance public undertakings in such a way as to reduce the 
imbalance that earlier investment^ had created between equity 
and loan. However, parity between equity and loan is yet to be 
achieved in most undertakings. This is particularly the case Tn 
new undertkings in which policy is to make initial investments in 
ibe form of equity. The position as at the end of the Third Plan 
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period in respect of the 74 Central Government undertakings wass 
as follows; 

Equity Capital. Rs. 1368 crores.. 

Long-tenn Loan.. . . Rs. 1047 crores. 


Total . . . Rs. 2415 crores. 


10.3 It does not seem appropriate to prescribe a single, commott 
loan-equity ratio of 1:1 for all public enterprises irrespective ot 
their size and productive function. In our view, a distinction 
should be made^ between capital intensive enterprises like the- 
Hindustan Steel, Heavy Engineering Corporation, and trading con¬ 
cerns like the State ^Trading Corporation. We suggest that the- 
whole question of equity-loan ratio should be re-examined and a 
proper capital structure for different categories of public enter¬ 
prises worked out. We also suggest that the loan-equity ratio of 
an undertaking should not be treated as rigidly and unalterably 
fixed. There should be room for flexibility and variations depend¬ 
ing upon the generation of internal resources and the increase in- 
the borrowing power of the undertaking. 

Release of Funds for Capital Expenditure 

10.4 Funds required by the public enterprises for the creation- 
of capital assets are provided to them on an annual basis within the' 
sanctioned budget,. Releases during the year are made by the ad¬ 
ministrative Ministry out of the budgeted amounts. Under a Minis¬ 
try of Finance OM of October 21, 1960, the administrative Ministries 
were authorized to release funds initially upto 70 per cent of the- 
actual budgeted amount. But, in 1965, taking note of the fact that, 
in some cases, large amounts drawn by public undertakings had* 
remained unutilized, and with a view to avoiding needless strain, 
on the ways and means position of the Government as a whole, 
the Ministry of Finance {vide their letter of May 31, 1965) suggest¬ 
ed a somewhat stricter discipline in the matter of release of funds.. 
The position now is that the administrative Ministries are expected 
to plan on a quarterly basis and make releases in monthly instal¬ 
ments after consulting the Ministry of Finance. Many public 
undertaings, e.g., Bharat Heavy Electricals, Heavy Electricals, 
Hindustan Machine Tools, Cochin Refineries, Neyveli Lignite Cor¬ 
poration, and Indian Oil Corporation, have indicated to us that the 
existing procedvtre causes xmdue strain in securing the release of 
funds. 
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10.5 While we recognize the need for Government to exercise 
^nancial control in the matter of capital expenditure and to ensure 
that public enterprises do not obtain withdrawals in excess of re¬ 
quirements, we feel that such a strict pre-scrutiny for the release 
of budgeted amounts is not justified. We recommend that the 
existing procedures should be liberalised to ensure that work is not 
held up while projects wait for an elaborate pre-scrutiny of already 
budgeted amounts. This seems to have happened recently in the 
projects of some of the enterprises cited in the preceding paragarph. 
We believe that it should be possible for the administrative Ministry, 
; as also the Ministry of Finance, to exercise post-withdrawal scrutiny 
of the manner in which funds have been released and utilized by 
the public undertakings. If necessary, stricter discipline can be 
enforced in respect of such undertakings as have persistently made 
defaults in this regard. 

Borrowing for Capital Expenditure from the Open Market 

10.6 Except for a few cases of private participation in capital, 
the public undertakings are wholly and directly financed by the 
Government. It has been suggested at times that the comparative 
security that Government financing offers fails to instil the neces¬ 
sary financial discipline in the public enterprises and that it would, 
therefore, be better if they were asked to resort to borrowing from 
the market on their own credit even for capital expenditure. We, 
however, feel that the amount of capital required by the public 
enterprises is much too large to be raised in the open market with¬ 
out the support of a Government guarantee or the Reserve Bank 
•of India. In our view, such unguaranteed borrowing by highly capi¬ 
tal intensive projects that usually have long periods of gestation 
is not a realistic proposition at the present moment. 

A Special Financial Institution for the Public Sector 

10.7 Another suggestion that has been made to us is that what¬ 
ever capital finance Government plan to provide to the public enter¬ 
prises should be channelled through institutions like the Industrial 
Development Bank of India (IDBI) or through an institution set 
up specially to cater to the needs of the public enterprises. It is 
pointed out that similar institutions have been set up and have 
worked with considerable success in countries like Yugoslavia and 
Italy, It is argued that when Government provide funds directly to 
the enterprises, the process becomes one of making allocations to 
■achieve certain physical targets laid down in the Plan and not one 



of making investments based on calculations of profitability and 
ether economic benefits. In this context, we should point out that 
the promotional activities envisaged for the IDBI in the Industrial 
Development Bank of India Act, 1964 are quite comprehensive. 
These, in brief, are—(i) planning and developing industries to fill 
up the gaps in the industrial structure of the country; (ii) providing 
technical and administrative assistance to industrial concerns or 
persons; and (iii) undertaking researches and surveys on marketing 
and investments and techno-economic studies for industrial deve¬ 
lopment. It is true the IDBI has so far directed its operations 
mainly to the financing of private concerns. But the Act does en¬ 
able it to finance industrial units in the public as well as the private 
sector. The Report of the Study Team on Economic Administration 
refers to the fact that the IDBI is a new institution .and observes 
that it has yet to make significant progress in fulfilling its promo¬ 
tional obligations. It also points out that as yet, the IDBI does not 
have adequate technical personnel for undertaking the economic 
appraisal of project reports. 

10.8 One of the arguments advanced against any arrangement 
in which the same institution lends money to public enterprises as 
well as private concerns is that this may lead to difficulties for 
some crucial public sector projects. These projects may have a 
comparatively low degree of profitability but may have crucial 
importance for the overall economic development of the country. 
If projects are to be financed exclusively on the basis of profitability 
such projects may receive a low priority. This may make it im¬ 
possible for the Government to ensure that industrial development 
takes place In accordance with Plan priorities. One way to guard 
against this danger may be to earmark the total volume of capital 
finance that the institution should provide to the public sector and 
relate this to the priorities and targets in the Plan. 

10.9 As we have stated in an earlier paragraph, those who advo- 
l ate that public sector projects should be financed through a sepa¬ 
rate financing institution and not through direct departmental dis¬ 
bursement, do so for two main reasons—one that the need to with¬ 
stand the close and strict scrutiny of an independent credit insti¬ 
tution will promote the commercial viability of projects, and two, 

! hat the flow of finances will be more regular when there is no need 
tor frequent departmental pre-scrutiny. As for the first of these 
wo reasons, we feel that neither the IDBI nor any other existing 
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financial institution in the country can as yet claim to Have ade¬ 
quate expert personnel to undertake the economic appraisal of the 
project reports of public enterprises. The question, therefore, be¬ 
comes one of improving the quality of scrutiny and appraisal an<J 
training the adequate number of competent experts. We have al¬ 
ready outlined our proposals for this in paragraphs 6.42 and 6.44. 
As for the second argument, we feel that the recommendation that 
we have made in paragraph 10.5 of this Report will help to do away 
with the bottlenecks that the current system of pre-scrutiny causes. 
We, therefore, feel that the creation of a separate financing insti¬ 
tution for the public sector will, at this stage, be unnecessary and 
premature. 

Working Capital Requirements 

10.10 The requirements of the public enterprises for working 
capital are normally to be met through cash credit arrangements 
with the State Bank of India or'its subsidiaries, or by temporary 
utilization of internal resources. The total amount borrowed from 
the State Bank of India by the public undertakings stood at over 
Rs. 90 crores at the close of the year 1965-66. Government do not 
provide short-term loans to the public sector projects unless there 
are exceptional reasons for doing so. We agree with the current 
policy of the Government, that for working capital requirements 
public enterprises should normally obtain funds from the banka 
without depending on the Government or a Government guarantee. 
However,, it needs to be recognized that in certain cases public 
undertakings might be unable to secure funds in this manner, parti¬ 
cularly in the initial stages. For instance, the projects of Bharat 
Heavy Electricals (BHEL) have been experiencing great difficulty 
in obtaining funds from the State Bank of India or its subsidiaries 
without a Government guarantee. In a recent report*, the Com¬ 
mittee on-Public Undertakings have commented on the difficulty 
faced by the Tiruchi Project of the BHEL and remarked that if 
projects ‘are unable to obtain their requirements from Banks, the 
only course open to them is to temporarily use the funds made 
available by the Government for capital v/orks.’ The Committee 
has held this to be improper, and observed that ‘in the circum¬ 
stances, Government do not seem to have left the projects with an 
alternative.’ The Committee has also observed that they ‘see no 

♦Para 8i of the 39th Report of the Committee on Public Undertakings on Bharat 
Heavy ElectricalSi Ltd—March, 1967. 
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reason why the public sector projects should not be authorised to 
borrow their entire requirements from the Banks on the basis of a 
guarantee provided by the Government.’ We recommended that 
Government should be willing to provide this guarantee and to ccm- 
aider the request of public~undertakings even for working capital 
requirements in case the latter are unable to obtain funds from the 
Banks. This will ensure that the commissioning of projects or their 
operations do not suffer serious setbacks resulting in delayed bene¬ 
fits from the project or inadequate utilization of capacity and conse¬ 
quent loss of production. 

IC.ii At present, there is a restriction that public enterprises 
should ordinarily bank with the Slate Bank of India or its subsi¬ 
diaries. Under certain conditions^ public undertakings are, however, 
authorised to open current accounts with scheduled' banks having 
deposits of over Rs. 10 crores. Recently, cooperative banks fulfilling 
certain minimum conditions have been placed on par with the 
State Bank for the purposes of receiving deposits from the public 
undertakings. We feel that the existing instructions on this subject 
are unduly restrictive. Considering that the settled policy is that 
public undertakings should not depend on the Government for 
meeting their working capital requirements, it appears somewhat 
incongruous to impose a restriction tha^ they should bank only with 
the State Bank of India or the cooperative banks. Many under¬ 
takings have stated that in certain areas the other scheduled banks 
are in a position to offer better terms and services which they are 
not able to avail of because of the existing restrictions. We recom¬ 
mend that public enterprises should be authorized to deal with any 
scheduled bank that has deposits above a certain limit. Public 
enterprises should be free to have cash credit arrangements with 
such banks for meeting their working capital requirements, with 
the condition that information about such arrangements .should be 
furnished to the Government. 

Revenue Budgets—whether approval necessary 

10.12 There is no obligation at present for Government com¬ 
panies to present their revenue budget estimates to the Govern¬ 
ment or Parliament. In the case of the statutory corporations the 
revenue budget estimates are also presented to Parliament if statu¬ 
torily required. We have already recommended that full and clear 
information on the working of the public enterprises should be 
presented to Parliament and improvements made in the form and. 
109 HA—16 
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methods of budgeting foUowed by the public enterprises. We have 
considered, whether these enterprises should also present their re^ 
venue budgets to Parliament for approval. It has to be recognized 
tiiat giving full publicity to revenue budget estimates might not be 
.sound business policy, and is likely at times to place the enterprise 
in a disadvantageous position vis-a-vis its counterparts abroad or 
in the private sector. Working to a revenue budget, which has been 
approved by a higher authority, can also prove to be a very severe 
constraint on an undertaking that is expected to be run on business: 
and commercial lines. For these reasons, we recommend that ai 
public undertaking, whether it is a Government company or a 
statutory corporation, should not be required to submit its revenue 
budget to Government or Parliament for prior approval unless it 
is a deficit budget and 'the Government is expected to make up the 
deficit. 

Generation of Surpluses or Internal Resources 

10.13 While considering the surpluses generated by the public 
entei5)ris« d is n^essaiy to recognize the fact that much of the 
public sector investment is still tied up in undertakings under con¬ 
struction or relates tq promotional and developmental undertakings 
where accumulation of surpluses is only of secondary importance. 
By the end of the Third Plan period, the pattern of investment in 
different categories of undertakings of the Central Government was 
as follows: 

(Rs. in crores) 


(0 Undertakings under construaion .... 333. 

(it) Running concerns (including Hindustan Steel with an 

investment of Rs. 960 crores) . • . . . 185^ 

(Hi) Promotional and developmental undertakings . 217 

(iv) Financial institutions ...... 7 

Total . 2415 


Taking only the undertakings of category (ii) above, it can be seeis 
that the total internal resources generated by them during the 
period of the Third Plan amounted to Rs. 287 crores. Of this amount 
as much as Rs. 218 crores related to the provision for depreciation 
(excluding replacement expenditure) and the remaining Rs. 69: 
crores to retained profits. 
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for clfflf indications 

^fiplus expected fww smMk enterpnses hav«6 
gr€«t HnPQrtwwe Wi^ t^. I^ise ii> iMYe^tiMent m. tbe puWjkj 
sector during the period of the Secosf^, and 'Shifd P4aivi. T)^ 
IdddfStrUl Pplifiy Pejso}u.t^o oX 1956 stated,: ‘it i?..to expected that 
p.ubl>c eijterpjises v(itt au^jr»eBt tjiip revenues oX the, State and pro¬ 
vide resources for further developmept. in fresh fields.’ The Second 
Plan, however, did not specify the. surpluses ejqpected from the 
BUbJic enterprises, ^ut while referring tp. the shpirttaJls in Plan 
resources it mentioned the possibility of covering the gap from the 
profits of public, enterprises. It was only in the Third Plan that a 
specific amount of Rs. 45<), crores wa^ indf 9 at^d as the expected sur¬ 
plus from public enterprises otJher ^lan the Railways. Of this, 
Rs. 300 crores were to come from the enterprises of the Central 
Government and Rs. 150 crqres from those of the State Govern¬ 
ments. It was made clear that by ‘surplus’ was meant the balance 
of resources expected to be availabljB with the enterprises after 
providing for their working expenses, normal replacements, interest 
payments and dividend. ‘Surpluses’ ox ‘internal resources’ are thus 
taken as the aggregate of profits retained by the enterprise in the 
form of reserves and the provision for depreciation (excluding 
replacement expenditure). 

10.15 Even in the Third Plan, the surpluses shown as anticipated 
from the public enterprises were at best tentative. No break-up 
was attempted either undertaking-wise or industry-wise. In Uieir 
report* on the National Coal Devel<^ment Corporation, the Ra.ti- 
mates Committee had suggested that ‘the surplus expected of the 
various public undertakings during the Third Plan period may be 
laid down so that they may make efforts to realise the . same.’ In 
reply the Government stated that this would be difficult since the 
Tkfrd Plan estimates were tentative and not based on sufficiently 
ffrm data. Government, however, indicated that, as a part of the 
Fourth Plan exercises efforts were being made to work out the 
expected surpluses for each undertaking. From the draft outline 
of the Fourth Five Year Plan, it appears that these efforts have not 
borne fruit. The draft outline envisages a surplus of Rs. 760 crores 
from the Central Government enterprises, excluding the Railways, 
and Rs. 325 crores from the enterprises of the State Governments, 
hut fails to give an undertaking-wise or industry-wise break-up of 
these surpluses. 

*32ni Report of the Estimites Committee on National Coal Development Corpora, 
tion—1962-63. 




10.16 It also appears that in arriving at the amount of surplus 
anticipated from the public enterprises, the latter are not consulted. 
The Committee on Public Undertakings has made ihe following 
observationsf in this regard'; ■ 

‘The Committee regret the manner in which the assessment 
of the surpluses' from the Public Undertakings has been 
made for the Third Five Year Plan. Ad hoc assessment 
of surpluses is unfortunate as it raises hopes which can¬ 
not be fulfilled and exposes the Undertakings to public 
criticism. The Committee trust that while making pro¬ 
vision in the Fourth and subsequent Plans the estimates 
of surpluses from Public Undertakings would be made on 
a realistic basis and in consultation with them.’ 

We are in full agreement with the observations of the Committee. 
We must also point out that the establishment of multi-unit corpo¬ 
rations will make it easier for realistic estimates to be made in 
consultation with the undertakings themselves. 

Statement on Financial and Economic Obligations of Public Enter¬ 
prises 

10.17 We feel that the existing situation calls for a clear state¬ 
ment on the financial and economic obligations of the public enter¬ 
prises. Such a statement should lay down the broad principles 
that would enable these obligations to be interpreted in terms of 
precise financial objectives, and should be formulated in consulta¬ 
tion with the enterprises. The absence of su:h a financial frame¬ 
work is not conducive to proper planning in the public sector 
undertakings and leads to a degree of vagueness in working out the 
physical and financial targets to be achieved. In this connection, we 
have considered the principlestt that the Government of the United 
Kingdom has laid down for defining the financial and economic 
obligations of the nationalized industries. We feel that Government 
of India should take similar action and lay down the basis on which 
the financial objectives of public enterprises could be determined, 
individually or industry-wise. 

10.18 It is now eleven years since the last Industrial Policy 
Resolution was formulated and during this period undertakings have 

fPara 123 of the nth Report of the Committee on Public Undertakings on Rourkela 
Steel Plant of Hindustan Steel Limited—May, 1965. 

ttThe Financial and Economic Obligations of the Nationalized Industries, Apr, 1961 
Cmnd. 1337. 



"been set up in all the areas reservefi Wr^esignated for public enters 
prises in Schedule A to the Resolution.. . Considerable experience 
Ixas now been gained of their financial performance and the results 
that can reasonably be expected from .. them in the foreseeaWe 
future. We feel that the time has now come for a more specific and 
clear statement in which Government'lays down the principles that 
should guide the creation of Various res^fvOs, the extent' to which 
enterprises should undertake the responsibilities of self-financing, the 
anticipated returns on the capital feinplbyed, and the basis for 
working out rational wage structures and pricing policies. We also 
recommend that there should be regular Consultation between the 
Government and the public enterprises to review the extent to 
which undertakings can expect additional finance for their capital 
requirements and the amount of surpluses that can be expected from 
the undertakings. 

Returns accruing to Government On Capital Investment 

10.1.9 On capital investment, returns accrue to Govemm^t 
either in the shape of interest on long-term loans or dividend 
declared on share capital. Of the totalinvestment of Rs. 2,415 crores 
(as on 31st March 1966) on the undertakings of the Central Govern¬ 
ment, long-term loans accounted for Rs. 1,047 crores (of this over 
Rs. 950 crores were advanced by the Central Government). The 
returns on long-term loans is based on rates of interest that have 
been fixed for loans with different periods of recovery. Following 
the increase of the bank rate, the rates of interest have recently 
been increased by 1 per cent for each class of loan. The new rates 
that have come into effect from 1st May, 1965, are as follows; 


Period of boan Rate of interest 

2—4 years ........ ,6% 

5—9 years. 6i% 

10—15 years. 7% 

During 1965-66, the total amount of interest accruing on capital 
loans advanced to the Central Government enterprises amounted to 
Rs. 41 crores. 

10.20 The position relating to the dividend declared on equity 
capital is more fluid and depends upon the profits of the.enterprises. 
However,-the budget-of the Central Government contains indications 
about the profits of dividends expected to accrue to Government 
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from mdi^t of the mimAttg bomdina. A ihdichtlil^ the position 
for 196&-66, cdmpflfed fifem the dstfi dcmtahned ill t!he Explanatory 
Memoranda io the Biidgats of the Central Grovewittient for the laat 
three years is given in Annextire X. 

10.21 It appears from this statement that the anticipated accruals 
to Government are determined more or less ad hoc, and in many 
cases the anticipations go off the mark. While we recognize the 
•difficulty in accurately estimating the profits cf complex industrial 
and commercial enterprises, we feel that in the case of running con¬ 
cerns which have been in operation for relatively long periods, wide 
variations between actuals and estimates indicate inadequacies in 
budgeting. 

10.22 We also feel that broad principles should be laid down 
for determining the division of profits (after depreciation) into 
retained profits and the dividend to be paid to Government. The 
extent of retained profits should be determined by the obligations 
that the enterprise has fftt Se’H-finanCing for future expansion. In 
fact, this is ah important ftdm which should be covered by the state¬ 
ment defining the financial and economic obligations of the enter¬ 
prises in the public sector. 

iReturns on Capital Investment 

10.23 As far as the total return on capital investment is con¬ 
cerned, Annexure XI gives the position with regard to the running 
concerns (excluding promotional and developmental undertakings) 
of the Central Government for 1964-65, the latest year for which 
audited figures are available. In making a general assessment of 
the adequacy of profits yielded by the public enterprises, it is 
necessary to bear in mind the areas where substantial invest¬ 
ment has taken plSfce. In the case of the undertakings of the Cen¬ 
tral Government, the investment pattern industry-wise, at the 
end of 1964-65 and the Third Han period, was as follows; 

(R». in crores) 


Category 


1964-65 

1965-66 

3teel ...... 

. 

890 

981 

gngiiieering .... 

, 

355 

490 

Petrtilitan ..... 


241 

295 

Chemicals . . 


198 

220 

Mining and Mineral 


158 

181 

Aviation and Shipping (including ship-building) 

III 

131 

'Pinaiicikl institutions 


6 

7 

.... 

- • 

n 

no 

'i'oTAL 


aip37 

*415 
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It is apparent from the above that a very substantial amount of 
iha capital invested in the Central Gbvemment enterprises relates 
to heavy industrial plants having long .gestation periods. Some of 
these industries have been set up in the country for the first time. 
Neither the trained manpower nor the technical know-how neces¬ 
sary for these industries was available when the pioneering projects 
were launched. 

10.24 These distinctive features of the public sector i|i our 
country should be borne in mind while comparing the profitability 
-of public enterprises with that of inrivate concerns. Nor can we 
ignore the fact that many Of the giant concerns hke Hindustan 
Steel, Fertilizer Corporaticm of India, Indian Oil Corporation, 
Hindustan Aeronautics, Which account for a substantial portion of 
■the total capital investment are still in the process of expansion, 
nnd many of their projects Are yet to reach the stage of full iffo- 
duction. MofAover, the prices of commodities like steel, oil, coal 
jand fertilisers which account for over three-fourths of the total 
turnover of the industrial enterprises of the Cfenttial Government 
are regulated or fixed by the Goverxunent. Since most of these 
:goodE arb what can be described As essential comm6ditf6s, the 
Govemirrent is keen to give full protection to the interests of con¬ 
sumers. The result is that the prices fixed are often on the low 
side and do not make sufficient allowance for the increased capital 
costs of setting up hew plants in these sectors. TTiese factors 
which bring down the average figures of performance are often 
overlOdked while evalttating the performance of the public sectori 
in terms of profitability. The Reserve Bank Surveys of selected 
joint-stock companies in the private sector show that gross prcffits 
■Hi a pefcetttA'ge of the total capital employed vary oh an average 
from a little over 10 to 10.5; in 1964-65, it 10.3*. The position 
with regar.i to the running concerns of the Central Government 
for the year 1965-66 is given at Ahhexure XII. It will be seeh 
-from this that several of the industrial and commerical enterprises 
which have reached or are near the stage of full production have 
yielded gross profits of over 10.3 per cent on the total Capital 
-employed. 

10.25 However, it cannot be gainsaid that there is considerable 
scope for increasing the profitability of many public enterprises by 
reducing both the capital costs of pro^^ecls ^‘s '^ve^l as tltA ftfnhing 

♦R.B.I. Bulletin, Moyeimber, 1966 . 
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costs of operations. We have indicated in the earlier chapters of 
this report, particularly in the sixth and the seventh chapters, the 
principal deficiencies in the planning and construction of projects 
and the steps that can be taken to improve. performance and 
reduce capital costs. 

Over-capitalisation 

10.26 It is often stated that many of the industrial projects set 
up in the public sector are over-capitalised. The Parliamentary 
Committees have’ often commented on this over-capitahsation and 
the unfavourable input-output ratio obtaining in many projects 
e.Q. of the Heavy Engineering Corporation*, and the Surgical? 
Instruments Unit (Madras) of the IDPL.t In the course of our 
study, we have found that many undertakings, like the Hindustan 
Aeronautics (Koraput unit). Heavy Electricals (Bhopal), Heavy- 
Engineering Corporation, Fertilizer Corporation (Trombay Pro¬ 
ject), IDPL (Surgical Instruments), etc agree that their projects 
are over-capitalised. 

10.27 The causes leading to over-capitalisation can be traced to- 
inadequate planning, delays and avoidable expenditure during- 
construction, surplus machine capacity, tied aid resulting in the- 
compulsion to purchase imported equipment on a non-competitive 
basis, expensive turn-key contracts, bad location of projects and 
the provision of housing and other amenities on a liberal scale. 

*In the preceding chapters, we have made a number of suggestions; 
which, in our view, can help to bring about improvements in the 
above areas. We would like to take up here the expenditure on 
township and ancillary facilities and the effect that they have had' 
on the increase of capital costs. 

Toumships and Over-capitalisation 

10.2S The total capital outlay on townships of public under¬ 
takings is now in the neighbourhood of Rs. 300 crores, constitut¬ 
ing over 10 per cent of the corresponding total investment on the 
projects. Hindustan Steel alone has an estimated outlay of Rs. 
crores for its townships. A sizeable portion of capital expenditure 
is accounted for by townships fn many undertakings e.g. the 

, ‘Para. 141 of the sist Report of the Estimates Committee on Heavy Engineering; 
Corporation—March, 1964. 

fPara 129 of the 22nd Report of the Committee on Public Undertakings on Indiatk 
Drugs and Pharmaceutirals Ltd—March, 1966. 
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Heavy Electricals (Bhopal), Mining & Allied Machinery Corpora¬ 
tion, Hindustan Aeronautics,, .Hindustan Antibiotics, Instrumepta-- 
tion Ltd and Hindustan Cables. In their Report (May, 1965) ore 
Townships and Factory Buildings of Public Undertakings, the 
Committee on Public Undertakings has considered this question 
in great detail and made several concrete recommendations to ■ 
bring down the capital investment on townships. We agree with 
the Committee that there is considerable scope for reducing expen¬ 
diture on townships by adopting uniform and more economical. 
standards, a n d urge the early implementation of the lecommer 
dations of the Committee on Puoiic Onaertakings. 

10.29 Despite these economies, however, most public undertak¬ 
ings, particularly those which are located in out-of-the-way areas, 
will have to incur substantial expenditure on providing housing 
and other facilities to their staff and workers. In our view, this 
financial burden on the public enterprises should be kept in mind 
while evaluating their performance. 

Subsidv'.ed Housing Scheme 

10.30 It will be appropriate to refer here to the Subsidized . 
Housing Scheme under which the Central Government provide 
financial assistance to the State Governments and through them, to 
certain agencies like Housing Boards, employers etc for the con¬ 
struction of houses for industrial workers drawing salaries below 
a certain level. Under the Scheme,, financial assistance is provided 
to the extent of 75 per cent (25 per cent as outright subsidy and 50 
per cent as loan) of the cost of houses. The Committee on Public 
Undertakings (in their 8th Report*) has pointed out that only 8 
public imdertakings had availed of the assistance under the 
Scheme. The total assistance they obtained was only Rs. 82.6 
lakhs, while the total disbursement under the Scheme amounted to 
Rs. 45.79 crores upto the end of 1962-63. The Committee has also 
eited cases where large concerns in the private sector had obtained 
substantial subsidies under the Scheme. 

10.31 We feel that it is not necessary for the Central (jrovern- 
ment to route funds for subsidizing housing schemes for their in¬ 
dustrial workers through the State GQvemments. The very intro¬ 
duction of the Scheme shows that Government agree, in principle,.. 

•Part i2 of the 8th Report of the Gdiomittee on PubUe Undertakings on T<Wn 
-ships and Facotry Buildings of Public Undertakings-—May, 1965. . . vj. 
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tto sttbSidiJie ji]ptb xreiit of t)ie cost of fioustes for industrial 

^)pt)i^ter5 ^rtwirtg salaries b6k>w a certain leva!. Cortsitifering tlie 
Jifct that the capital for constriiction of tbvmi^ipa is, in any case, 
^tovid'ed by the dk)vernihent, we feel that the provision of the 
itibsidy can be made at the very start without Involvihg a further 
Application by the public Undertakings to the Governments of the 
States in which theiC piahts are located. We feel that while 
apl^oving the part of the project report relating to the construc¬ 
tion of houses for industrial workers, dk)vernment should deter¬ 
mine the subsidy that is admissible in accordance with the condi¬ 
tions prescribed in the Subsidized Housing Scheine and treat that 
amount as subsidy, and not as capital investment made by the 
'Gbverftment. 

Debts 

10.33 The informaticm that we have received from the public 
undertakings regarding the debts owed to them indicate that in 
many cases large sums are outstanding from Government depart¬ 
ments or other undertakings in the public sector. In fact, the 
main cebtors of public undertakings are Government departments 
or other public undertakings. The position with regard to some 
•of therti a^ oh 3’lst MaCch 1SP@6 was as follo'ws: 

(Rs. in crores) 

of Undertaking 


Hindustan Steel. 13-58 

Heav/ Electricals (fihopal). ii '34 

Air India. '6-13 

Oil and Natural (ias Comrrtission. 3-70 

Bh&iat Elictronics. 2-57 

Indian Tetephone Industries. 2-55 

Fertil)zer Corporation of India . . . . . . 2-17 

Hindustan Machine]Tools. 2-13 

Bharat Earth Movers. i • 19 

l^dilkdn AnriblfStlcs.. . t'lO 

Mazagon Docks . . . ■. i-b6 

State Trading Corporation. 11-23 

MinSuls and Mttals Tradiftg Corporation ... 8-27 


10:3:1 We feel thil the adhdnistrative Ministries can Iday a 
lAdfte Affective fMe M enAuriftg mote exj^ntflltcfUs settlement of 
ihe bills of their puMie undertakings by Goveriunent depart¬ 
ments. In many cases the SthbuhtS rehrfiin 'ohtstahAihg beCaHse 6f 
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a iSispilite over the price of the prodttCt. Wo haW cotoMtterfed this 
<}ue«tion in the next section of this ehapter On PriCfhg. 

2 . Pricliv 

10.S4 The pticttAg jJbliey in retfpefet ot afty public enterprise 
is dependent hpon itis prodirtive function i.e., Whe^ei* “it is & pfublic 
Utility, tfii industry producihg bfrtic •jjoods or essential t»tnhi(odi*flfes, 
an enterprise set up to regulate trade or stabilise priOes, or an enter¬ 
prise engaged ih premdtional and developmental artivitites. The mir- 
icet situation fh ah entei^ife bperales, provides the tWiAOWor^ 
for the aetfertfiinatiOn of the priOeS 6f its prodtrcts 6r ^^rvltJes. ‘fhe 
market situations, ih Ihe main, vary f^om ihOndpoly obnditKihs to 
competitive markets. In bet>veeh thOfe are markets with neOr- 
monopoly sitaations Characterised by a sTnall number of sellers and 
markets having a limited number of buyers or only one buyer, 
'’'hose different conaidertitiohs Sihd market situations hhVfe to be kept 
m view 'While examining the appropriatehfess of the priding poticies of 
public enterprises. A UnifoVm set of principles cannot therefore be 
applied to all classes of public enterprises. 

10.S5 A system of price detettidhation shouhJ serve three prin¬ 
cipal objectives: it should promote a rahonsd all&chtroh of 'scarce 
resources, lead to optimal utilization of inputs and accelerate the 
growth of the economy. Uhder competitive conditions, the prices 
which the market can bear provide, more or leSs, an automatic indi¬ 
cation that the price policy IS consistent \^dth these objectives, fhroilts 
earned by an enterprise In such a SifuirtidA tehd to show the marginal 
productivity of the capital invested in it, thereby prOvtding guide¬ 
lines for future investments. The task of determining an aK>ro- 
priate pricing policy for undertakings operating imder monopoly 
conditions, or having limited competition is, however, much more 
complicated. 

Existing Position 

10.36 The autonomy that public enterprises enjoy today in the 
fixation Of prices varies as betwtteh imdertakiags. The selling priee 
.^nd distribution of products like tertiliaiBrs, driigs, cbal tod petro¬ 
leum products, are controlled or regulated by the CiOvefmmtot. ih 
the cuBfe Of sted, thfe prlcfe has decontrofled sinOe 1st Mliy> 1967, 
hut is still tobject to d e te raa te atitm liftr t*le leint Plant Coraihittih. 
In the case d fares and freighl charge* levied by eA€,'lfa«til 
Line, etc.> the rates *be suhjefct to Govenwenl appcavnL in the 
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case of the Hindustan Shipyard, the purchasers are charged prices, 
on the basis of the prevailing international prices, and the excess- 
of the cost of construction of ship over its actual sale price is reim¬ 
bursed by the Government to the Shipyard as subsidy. This subsidy 
is repayable if and when the undertaking eanis a profit of over 44, 
per cent on the paid-up capital. Undertakings with foreign competi¬ 
tors like the Air India, Shipping Corporation of India, Indian Rare 
Earths etc, have to go by the international market situation; in the- 
case of the first two, the fares etc, are fixed by mutual agreement. 
amopg the international lines with the concurrence of the Govern¬ 
ment. In case of others, the general position is that the undertaking: 
is free to price its products. Usually these prices are fixed on a 
cost plus basis or on the landed cost formula. But here too, there- 
IS a degree of informal consultation with the Government. 

10.37 The interest of the Government in the pricing policies of 
the public enterprises arises from the fact that many of them are" 
key industries and are engaged in the production of goods or the 
provision of services which are basic to the life of the community,, 
and some of them have a monopolistic element. The fact, however,, 
remains that the automatic discipline exercised by the market gets 
weakened or disappears as soon as a system of administered prices 
is brought in. If the prices of the products of a public enterprise 
are kept artificially low it might lead to a less careful and less eco¬ 
nomical utilization of its products; while on the other hand, the 
absence of price regulation in respect of monopolies might enable 
the undertaking to show profits without necessarily being efficient 
in its operations. 

10.38 On examination of the information furnished to us by the- 
public enterprises in this respect, we find that all enterprises, with 
the exception of those working under a system of administered 
prices, have formulated their price policy with a view to covering 
costs and making a surplus on the basis of whatever assumptions 
they had of their financial obligations. The pricing structures are 
bound to contain an element of arbitrariness as these obligations 
have not been indicated to the public undertakings in precise terms. 
Even for the Fourth Plan, the draft outline has given only a general 
indication that public enterprises should aim a rate of return on 
the capital employed ‘of not les? Ifian 11 to 12 per cent’ Such h 
directive does not make it clear to managements whether each of 
them has to aim at this return or this is supposed to be an indication 
of the average performance expected frcan alt the public enterprise.s; 




205 


taken together. It will not be a healthy development if pubUc enter¬ 
prises working under monopoly or near-monopoly conditions attempt 
"to increase surpluses more by increasing prices, and less by reducing 
-costs and ensuring fuller utilization of their capacity. The manage¬ 
ments of such undertakings, as have a monopolistic eleniefnt and are 
■free to price their products should not attempt to bring in larger 
surpluses by increasing their prices without reference to their own 
production efficiency and the unwholesome trends that such an in- 
•crease in prices might generate. 


■ Surplus and Stdi-financing 

10.^9 It is, perhaps, no longer seriously argued that public 
■enterprises should function, on a no-profit-no-loss basis. In fact, 
<Govemmsnt now look upon the public enterprises as the creators 
of new wealth and expect them to yield resources for financing the 
"Five Year Plans. The increasing obligations of the public enter¬ 
prises in mobilising additional Plan resources have been increasingly 
recognised in the Third Plan and in the draft outline of the Fourth 
Plan. The draft outline indicates the likely surpluses expected from 
public enterprises after allowing for their working expenses, normal 
replacements, interests on loans, taxes and di'vidends. The provision 
-of depreciation which, in a way, is not an amount available for seK- 
financing is, however, included under ‘surpluses’. If the pro'vision 
for depreciation is taken away, the position for the Third Plan pe¬ 
riod would be that, out of the total surpluses of Rs. 287 crores gene¬ 
rated by the Central Government undertakings, the amount retained 
-as profit for self-financing was only about Rs. 69 crores. 


10.40 As regards the utilization of internal resources for the 
■creation of capital assets, the data in respect of 15 running concerns, 
for which information is available, indicate the following cumulative 
position up to the end of the Third Plan period: 


(Rs. in crores) 


Name of Enterprise 

Gross Block 
(incl. works 
in progress) 

Invest¬ 

ment 

Internal 

Resources 

utilised 

I. Fertilizer Corporation of India 

152-1 

104-0 

48-1 

2. Shipping Corporation of India 

52-2 

40-3 

II -9 

Hindustan Machine Tools 

302 

239 

6-3 

.4. Hindustan Antibiotics 

6-6 

2-5 

4 'i 

•5. Fertilizers and Chemicals Travancore . 

21-8 

18-4 

3-4 


6 . Nadbaal Goasttactioa Corpn. 

7-6 

4-6 

yo 

7. Mogul Line ..... 

3-8 

1-6 

2 -Z 

8 . National, Newsprint and Paper MlUa • 

7-4 

5-5 

2-1 

9, Ft^d^stap Steel. V^prlw GopstrucUon . 

0 - 7 I 

•05 

Q,-66 

lo, As^pka Howls . . ... 

2-8 

1-8 

I-O 

II. Hindustan Insecticides 

1-8 

1-3 

0-5 

*12. Hindustan Cables .... 

4-6 

3.9 

0-7 

*13. Indian Telephone Industries 

6-9 

6-6 

0 - 3 -. 

*14. Indian Rare Earths 

1-2 

I-O 

0-2. 

*15. Praga Tools ..... 

2-5 

2-4 

Q-I 

Total 

302-2 

217-6 

84-6 


♦Figures for the last 4 enterprises relate to 1964-65. 

li is. apiareiit from this statement that, of the Rs. 302 crores utilized 
in creation, of capital assets of the fifteen enterprises referred to* 
abovCi Rs. 84,6 crores, i.e., roughly 28 per cent were accounted for 
internal resources, and the rest by investment. However, the 
general position in respect of- all the public enterprises is less favour¬ 
able. The highly capital intensive nature and long gestation periods 
of plants, set up in the public sector and the rate at which the public 
sector has been expanding are some of the reasons for this situation. 

10.41 We feel that self-financing for expansion should be taken as-, 
a specific obligation of our public enterprises operating in the indus¬ 
trial and manufacturing field. In fact, there are strong grounds to- 
hold that public enterprises should provide additional resources to 
the State in a developing country where the rate of re-investment- 
in development programmes by the Government is higher than that 
by individuals. We also feel that in a planned economy profits earn¬ 
ed by the public enterprises should be re-invested in a socially 
valuable way. But it may not be possible to expect all public enter¬ 
prises to make profits. There might be instances where larger social 
considerations require a public enterprise to deliberately forgo earn¬ 
ing of profits, e.g., an enterprise engaged in the manufacture of 
essential drugs, or having to operate a commercially unprofitable 
service either as a promotional activity or for avoiding undue incon¬ 
venience to a section of the community. Even in such cases the 



iKMAlmum aune^ at should ordinarUy b« %i( the enterprue is 
able to pay ita \yay, that is, bieah ewu after prosadmg for 
depreciation clsarges calevlated oa a realia^ basis. If an under' 
taking cannot or does not reach this minimum, a very detailed scru¬ 
tiny should be undertaken to assess the justification for nuuntaimag^^ 
such a manifestly uneconomic concern on groimds of puhldc interest. 

19 iA 2 ^ Wi^ recommend that the following principles should he- 
kept in vie^ while formuljudng the, pricing policies of tmits in the 
public aector: 

(i) At the very minimum, public enterprises should pay their 
way and not run into losses unless there are dear and 
overriding reasons of public interest which have been 
indicated to the enterprise In an open directive issued by 
the Government; 

(ii) la the case, of pubhc utilities and services, greates stress- 
should be laid on miiliput than, on return on investnxaAt,. 
the former being extended upto a level at which marginal 
cost is equal to price; 

(iii) While determining the price structure commensurate with 
the surpluses expected from them, public enterprises*, 
should keep the level of output as near the rated capacity 
as possible subject, of course, to the volume of demand for 
the product; and 

(ivl public enterprises in the industrial and manufacturing field 
should aim at earning sufficient surpluses to make a subs¬ 
tantial contribution to capital development out of their own 
earnings. 

Pricing and Performance 

10.43 The financial performance of any enterprise depends upon 
the level of costs as well as the level of prices; and, therefore, also- 
on the autonomy that a public enterprise enjoys in the formulation 
of its pricing policy. It is obvious that if the selling prices of the 
products of an enterprise are fixed while the prices of inputs keep- 
increasing, the financial results of the enterprise cannot be e^qjectecT 
to nuatch the prescribed standards or to adequately reflect the cost 
reductions and greater efficiency that might be brought about by 
the management. Some undertakings like the Hindustan Steel aixf 
the Fertilizer Corporation of India have drawn our attention to. this 
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problsm. It is only reasonable that if Government require a public 
undertaking to keep prices at an artificially low level the financial 
^obligations of that undertaking should be revised. Further, it should 
be recognized that taking up a commercially unprofitable activity 
: also affects the level of costs, and if an undertaking has to pursue 
such an unprofitable course of action under the directions of the 
'Government, then the Government should either subsidize the pub¬ 
lic enterprise (as is being done in the case of Hindustan Shipyard 
.and certain services operated by the lAC) or the enterprise should 
be entitled to ask for a downward revision of its financial obligations. 


. Pricing and Cost Control 

10.44 In a competitive market ,' the price mechanism serves as 
an effective instrument for cost control. But the price mechanism 

-:does not perform this function in a monopolistic enterprise or in an 
enterprise which fixes prices on the basis of cost plus formula. The 
-cost plus formula has been generally adopted in the case of under¬ 
takings whose products are purchased solely or mainly by Govern¬ 
ment, e.g., the undertakings of the Ministry of Defence, Indian 
Telephone Industries (ITI), etc, and in a way, partly by Hindustan 
: Shipyard. The ITI has, however, entered into a Fixed Price Contract 
with selling prices as on 1st April, 1965, as the base and an escalation 
clause to adjust increases in costs relative to the base year. It is 
sometimes argued that the cost plus formula impairs the keenness 

• of the management to reduce prices and might even lead to a situa¬ 
tion in which an undertaking finds that it can earn larger profits if its 

• costs are higher. 

10.45 As an improvement on the cost plus formula, the system 

• of using the landed cost of similar products as a norm for fixing fair 
prices has been adopted in respect of undertakings like the Heavy 
Electricals, Hindustan Machine Tools, Heavy Engineering Corpora¬ 
tion, etc. It is asserted that the landed cost formula has the advan¬ 
tage that it introduces a competitive element in the pricing of public 

• enterprises operating under monopoly conditions and that it should 
be applied in respect of all such undertakings. But the landed cost in¬ 
cludes many elements and cannot, therefore, be regarded as a norm 

-for the comparison of prices. We would, therefore, recommend that 
the c.i.f. price plus the countervailing duty, if any, should be regard¬ 
ed as the standard of comparison. But in cases where the imported 
jgoods have the benefit of export subsidies in the countries of origin. 
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thy c.i.f. fjtice should be proportionately weighted. Prices deter¬ 
mined oh this basis will also give an indication of the soundness or 
otherwise of the investment made in the project. We feel that 
although there is a certain advantage in adopting the formula, it 
does hot lend itself to general application as such. For instance, 
the Hindustan Machine Tools are in a position to sell their products 
at a price substantially lower than the c.i.f. price of similar items 
while the Heavy Electricals, Heavy Engineering Corporation, 
Mining and Allied Machinery Corporation etc, are not in such a 
position. To a certain extent, these variations may be the result of 
over-capitalisation in one project as compared to another, but 
generally they are due to the different circumstances in which the 
undertakings find themselves. In adopting the formula related to 
the c.if. prices in respect of undertakings having a monopolistic ele¬ 
ment, it will be necessary, therefore, to make allowances for varying 
circumstances and fix certain permissible deviations from the norm 
arrived at on the basis of the c.i.f. value of similar items after ad- 
justfhfeht for countervailing duty and eJcport subsidy, if any, avail¬ 
able to such items in the countries 6f origin. 

10.46 We recommend that Wherever publie undertakings are 
operating under non-competitive conditions and where the tiumbef 
of buyers of the products is limited, the price levels should be deter¬ 
mined on the basis of the e.i.f. value of similar items ih preference 
to the cost plus formula. We reoognlfte that the ability to produce 
goods at Costs matching the c.i.f, priee of similar goods Will differ 
from undertaking to ufadertakifif. we would recwitmend a detailed 
exatninetibii of the cost structure of the products of the public under*' 
takingi fcOhcewed to detefffiifee the levels Of petrtilsslble deViattoAs. 
Tor this purpose, Government Caft Utilize the machinery bf the tariff 
Commiasidrt or the Cost ACcoUnta Orgahazatioti df the Miftiatry of 
Finance. 

Inter-Undertaking Disputes 

10.47 Seine of the industrial public undertakings, engaged ih 
the production of basic goOds and services, And that their products 
form the input or the capital equipment of other public undertak¬ 
ings. In certain cases, they have a monopolistic element while in 
others the buyers are limited or consist of only one undertaking, 
a class of undertakings, or a department of Government. This 
creates problems ih the determination of the fair prices that shbUld 
be charged by ofie public uftdeftaking froth another or from the 
109 HA—17. 



21P: 

consumer department. A significant illustration is provided by 
the current dispute between the National Mineral Development 
Corporation (NMDC) and the Minerals & Metals Trading Corpora¬ 
tion (MMTC) on the pricing of ore. Problems have already arisen 
regarding the pricing of the heavy electrical equipment manufac¬ 
tured by the Heavy Electricals for the various State Electricity 
Boards and Government departments. These problems are likely 
to increase when more heavy electrical plants and the heavy 
engineering and mining machinery projects reach the stage of 
production. 

Central Price Commission 

10.48 It is in this context that a suggestion has been made for 
setting up a permanent commission, a kind of Central Price Com¬ 
mission, that can help the Government in resolving inter-under¬ 
taking disputes over prices. At present, it is only by following 
laborious and time-consuming procedures through the different 
Ministries that these disputes can be settled. For instance, the dis¬ 
pute between NMDC and the MMTC, has not been settled, even 
after inter-ministerial discussions, that have gone on for over two and 
a half years. 

10.49 While it is true that the existing arrangements for solv¬ 
ing inter-undertaking disputes have to be improved and stream¬ 
lined, it will be necessary to consider the possible disadvantages in 
setting up a Central Price Commission for the public sector as a 
whole. In offering us their views on this point, most of the public 
undertakings have not supported the proposal to set up a perman¬ 
ent commission for pricing on the ground that it might further 
erode their autonomy in an area which is vital to any industrial or 
commercial undertaking. It has been argued that such a Com¬ 
mission is likely to ask for copieus information and data before 
according approval to the price structures proposed by the manage¬ 
ments in the public sector and might, thus, turn out to be a bottle¬ 
neck in carrying out necessary and timely revisions in existing 
prices. 

10.50 The need for a Price Commission can be ruled out 
straightaway for public undertakings which are operating in fairly 
competitive market situations. We have, therefore, considered the 
proposal only in respect of undertakings which have a virtual 
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monopoly or sheltered markets, and areas where cases of inter¬ 
undertaking disputes are likely to occur. Even for these under¬ 
takings, it will not be advisable, in our view, to set up a statutory 
body for settling disputes mainly because of the lengthy pro¬ 
cedures and the delay that the procedures of such a body will 
entail. We feel that a more practical solution lies in streamlining 
the existing ad hoc processes through which disputes are being 
resolved. We recommend that high-powered standing com¬ 
mittees consisting of the representatives of the public undertakings 
and the concerned administrative Ministries should be designated 
and standard procedures laid down for cutting out delays in decid¬ 
ing matters under dispute. We feel that it would be helpful if the 
Chief Economic Adviser or his nominee is also included in this 
committee so that he might be able to provide objective, expert 
advice to the committee. 

10.51 These arrangements will, perhaps, be sufficient- as far as 
the disputes between agencies or undertakings of the same 
Government are concerned. But where the agencies involved are 
under different Governments it might not always be possible to 
settle disputes without decisions from a statutory body. This 
eventuality is very likely to arise in the case of equipment manu¬ 
factured by the heavy electricals plants. These plants are Cen¬ 
tral Government undertakings and the various Electricity Boards 
which buy the equipment are under the State Governments, We 
recommend that in such cases, the agency and expertise of the 
Tariff Commission may be utilized or a special administrative tri¬ 
bunal set up, with the statutory authority necessary to ensure that 
its decisions are binding on the undertakings concerned. 



CHAPTER XI 

AUDIT 

11.1 The system of audit of the accounts of a public enterprise 
depends upon its legal form. The receipts and expenditure of a 
departmental unddftakihg form part of the Consolidated Fund, and 
are, therefore, audited by the Comptroller & Auditor-General (C&AG) 
just like those of any other department of the Government. In the 
case of statutory corporations the position varies widely; the accounts 
of the Life Insurance Corporation and the Food Corporation of India 
are audited only by the professional auditors (private firms of charter¬ 
ed accountants), although in the case of the Food Corporation, the 
professional auditors are appointed by the Central Government on 
the advice of the C&AG. In the case of the warehousing corporations, 
the audit is done by professional auditors appointed on the advice 
of the C&AG who also has the right to undertake such audit as he 
may consider necessary either of his own motion or on a request 
from the appropriate Government. As for the Air India, lAC, and 
the ONGG, the C&AG is the sole auditor. 

11.2 Under the provisions of the Companies Act 1966, the accounts 
Of Governrhent compahies are audited primarily by professional 
auditors ap^inted by the Central Government on the advice of the 
C&AG. The G^AQ hdfe the power to direct the manner in which 
thfe bDmiian.y’3 accounts are to be audited and to give instructions 
to the professional auditors on the performance of their functions. 
The C&AG also has the power to conduct a supplementary or test 
audit of the company’s accounts and comment upon, or supplement, 
the audit report of the professional auditors. Any supplementary 
reports or comments that the C&AG makes are also placed before 
the Annual General Meeting of the company along with the report 
of the professional auditors. Government companies are thus subject 
to multiple audit, the audit of the professional auditors as well as 
that of the C&AG. 

11.3 In the ninth chapter of our Report, we have referred to the 
role of internal audit and indicated that its objectives are distinct 
from those of external audit. When internal audit is assigned its 
proper role, it will cease to be a factor contributing to the multiplicity 
of audit arrangements. In fact, an efficient internal audit organiza¬ 
tion will tend to reduce the quantum of external audit that needs to 
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be conducted. We have already underlined the need for a clear 
definition of the role qf internal qudit and for strengtfieniqg the 
internal audit organizations in the public enterprises. 

11.4 Another Study Team constituted by the Commission, namely, 
the one on ‘Reforms in Accounts and Role of Audit’ is also examining 
the kinds of audit to which public enterprises are being subjected 
today. We too have considered this question in some detail since 
we felt that the existing manner in which audit is being conducted 
and the multiplicity of audit arrangements are having an unwhole¬ 
some effect on the performance of public enterprises. During our 
discussions with the chief executives and financial advisers of public 
enterprises, we found that dissatisfaction with the present position 
was almost universal. There was a good deal of fprpefuf cfitipism 
in the evidence that we received. The salient points that emerged 
from this criticism are fecoqpted fjelpw; 

(i) The existing multiplicity of external audit leads to consider¬ 
able waste of time and effort for the management since 
it has to reply to the detailed questions and objections 
raised in successive examinations by the professional 
auditors and the Government auditors. 

(ii) Government auditors, particularly the lower staff, do not 
have sufficient appreciation of the commercial nature of 
the public enterprises and often raise questions and objec¬ 
tions of a nature that may have some value in the case 
of the administrative Ministries, but appear trivial and 
inconsequential in the case of commercial undertakings. 

(iii) In fact, undue importance is attached to the audit function 
as a whole and to the observations made by the auditors 
after the event with the advantage of hind-sight 

(iv) Too detailed and continuous an audit dampens the initia¬ 
tive of enterprising managers forcing them to adopt a 
more cautious approach and restricting the scope of delega¬ 
tion of powers. 

(v) At present the auditors do not have the necessary expertise 
or experience to undertake an adequate andl systematic 
appraisal of managerial efficiency. 

11.5 It has been stated that the functions performed by the profes¬ 
sional auditors and the Government auditors are different: the former 
performing what is variously termed as ‘regularity audit^ or 
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financial audit’ and the latter what may be described as ‘efficiency- 
cum-propriety audit’. It must be pointed out that the C&AG is 
altogether out of the picture in the case of some of the statutory 
corporations e.g., the LIC and the Food Corporation of India, while 
he is charged with the responsibility for both ‘regularity’ and 
‘efficiency-cum-propriety’ audits in the case of statutory corporations 
like the ONGC, Air India and the lAC. We have gone into the 
manner in which audit is now being conducted by the different 
agencies to determine how best the existing multiplicity of audit 
in the case of the Gk)vernment companies can be reduced and how 
the whole approach to audit can be reoriented to bring it in line with 
the special requirements of the public enterprises. 

Audit of the C&AG 

11.6 At present, the C&AG is the sole auditor for 3 corporations 
(lAC, Air-India and ONGC). In addition, the C&AG is charged with 
the responsibility for conducting test and supplementary audits and 
supervising professional audit of the accounts of about 65 companies 
(with 2 subsidiaries) of the Central Government itself. Based on 
the results of audit of the professional auditors as well as such supple¬ 
mentary and test audit as the C&AG is able to do, an Audit Report 
(Commercial! is presented to Parliament each year. This report 
contains a general review of the working of the Government com¬ 
panies followed by a more comprehensive review of the working 
of some of the companies. Remarks relating to the statutory cor¬ 
porations and some of the departmental undertakings are also included 
in this report. The C&AG himself has observed that it is not possible 
for him to make a comprehensive review of all the companies each 
year. In fact, the planned attempt now is to cover each of the under¬ 
takings at least once in 5 years. In addition, there are about 145 
Government companies of the various State Governments fdr which 
too the C&AG shoulders similar responsibilities. This work is, how¬ 
ever, generally discharged through the State Accountants General. 

11.7 In 1955, the C&AG set up a special organization called the 
Directorate of Commercial Audit to take care of the work relating 
to the industrial and commercial enterprises of the Government, 
including departmental undertakings, Government companies and 
the statutory corporations for which the C&AG had responsibility. 
Five regional offices were also set up each under a chief auditor, 
and in the areas not covered by such offices, the Accountants General 
in the States were specifically entrusted with the work of commercial 
audit as well. An attempt has also been made to recruit suitably 
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qualified and trained staff for the purposes of commercial audit. For 
instance, of the 114 Assistant Audits Oflfecers in the Directorate, 2 are 
qualified as cost and chartered accountants, 10 are chartered accovmt- 
ants and 17 are cost accountants. There are also 11 cost accountants 
among the 330 or so accountants of the Subordinate Accounts 
Service (SAS). 

11.8 Although a special organization with regional offices has 
been set up to take care of the work relating to the commercial audit 
of the public enterprises, it has not been possible for the Government 
auditors to review their working adequately. From the Annual 
Reports (1964-65) of the Government companies we ffnd that the 
C&AG could give comments only in about half the cases, and that 
too on minor matters. An analysis of the Audit Reports (Commer¬ 
cial) of the years 1965 and 1966 indicates that only 11 companies out 
of about 56 could be taken up for individual review in the 1965 
Report, and in 1966, when the Hindustan Steel Ltd., was taken up 
for individual review, only 2 other companies could be covered. The 
general review in the beginning of the report, though brief, does 
give an overall picture of the performance in the public sector regard¬ 
ing the following items : 

(i) Return on investment—(this gives brief details of paid-up 

capital, profits and dividends, loans, interest, guarantees 
and subsidy); 

(ii) rate of growth ; 

(iii) sources and uses of funds—(from internal as well as 
external sources) ; 

(iv) value of production and profits; 

(v) inventories; and 

(vl) sundry debtors. 

The classification adopted in the general review divides the under¬ 
takings under three broad heads viz, (i) running concerns; (ii) pro¬ 
motional and developmental undertakings ; and (iii) companies under 
construction. This extremely broad classification lumps together 
undertakings with widely different objects and| obligations. We 
suggest that a more appropriate method would be to classify the 
running concerns industry-wise. This would enable the report to 
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present to Parliament a clearer apd more intelligible review of the 
performance of these nndertaldngs. 

11.9 Of the undertakir\gs taken up for individual review in the 
Audit Report (Commercial) of 1966, the review in the case of Hindus¬ 
tan Steel Limited appears to be fairly comprehensive. It covers 
most of the important aspects of operation in each of the six units 
of the company. This shows that much useful information about 
the working of public undertakings can be given to Parliament by 
the C&AG provided he is able to undertake a comprehensive review 
for the purpose. 

Professional Audit 

11.10 Except for the LIC, it is on the advice of the C&AG that 
the professional auditors are appointed by the Government. The 
audit undertaken by the professional auditors in the case of Govern¬ 
ment companies is essentially similar tp that performed by them 
in the case of joint-stock companies. In actual practice, the profes¬ 
sional audit parties, in addition to verifying the correctness of the 
accounts, also help the companies to compile their Balance-Sheets 
and Annual Accounts in accordance with the legal requirements. 
The C&AG in exercise of powers vested in him under Section 
619 (3) (a) of the Companies Act has assigned additional duties to the 
professional auditors appointed to audit the accounts of Government 
companies. The latest directive issued by the C&AG in December 
1965 requires the professional auditors to answer certain 
specific questions regarding the system of accounts 
and book-keeping, internal control, manufacturing and production 
accounts, profit and loss account, and the different elements 
covered in the balance-sheet. It also requires the professional 
auditors to give other significant information indicating the 
financial status of the company as well as the general analysis of 
the accounts indicating capital formation, growth of the company, 
and sources and uses of funds. The important points brought out in 
the reports of the professional auditors are included by the C&AG 
in a separate chapter in the Audit Report (Commercial). An analysis 
of this chapter indicates that these points mainly relate to organiza¬ 
tional and procedural shortcomings like the absence or inadequacy 
of internal audit systems, manuals of procedures, stores accounts, 
etc and significant variations between budget estimates and actuals, 

11.11 We have discussed this questiop at length with senior 
officers of the C&AG as well as the chief executives and financial 



advisers of several important public undertakings. While there is 
general agreement that the existing multiplicity of audit and the 
duplication of effort that it causes should be eliminated, views 
differ widely on the manner in which this should be brought about, 
A view put forth mostly by the chief executives and general 
managers, suggests that Government companies should be treated 
as joint-stock companies and their accounts should not be subject 
to audit by the C&AG. It is argued by some that even under the 
existing provisions of the Companies Act, the C&AG has the right 
to give directives to the professional auditors and that it should, 
therefore, be possible for the C&AG to have the entire work done 
through the professional auditprs. They argue that this can be 
done by the C&AG revising and amplifying his directives to cover 
whatever area he deems it necessary to cover. On the other hand, 
the C&AG and his senior officers are of the view that the private firms 
of chartered accountants are not yet equipped with the requisite ex¬ 
pertise or experience to undertake what may be described as effi- 
ciency-cum-propriety audit. On this basis, it is sometimes argued, 
especially by some of the financial advisers of the public undertak¬ 
ings, that the entire audit of public enterprises should be entrusted 
to the C&AG as his sole responsibility. They take the view that 
since Government companies are financed wholly or mainly from' 
public funds it is essential that their accounts were subject to effi- 
ciency-cum-propriety audit by an agency acceptable to Parliament. 

11.12 We have considered the position that prevails in other 
countries. In the United Kingdom where public enterprises have 
been set up as statutory corporations, the responsibility for con¬ 
ducting audit has not been entrusted to the Comptroller and 
Auditor-General, On the other hand, Government corporations in 
the United States and Australia are subject to Government audit. 
In Canada, most of the Government undertakings are subject to 
Government audit, but in a few cases private firms of chartered 
accountants are entrusted with this work. In France, a special 
body has been set up by statute to verify the accounts and 
appraise the performance of public enterprises. In Italy, the two 
public corporations, ENI and IRI, have a Board of Auditors having 
officers from the Government Audit Organization and the Minis¬ 
tries concerned. There does not seem to be any instance in any 
foreign ^country where the accounts of a public undertaking are 
subject to audit both by Government auditors as well as private 
professional auditors. 
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11.13 The alternative measures that can be adopted to reduce 
the existing multiplicity of audit and the duplication of work that 
this causes may be summed up as follows : 

(a) Undertakings in the public sector may be excluded from 
the responsibility of the C&AG; 

,(b) the audit by professional auditors may be completely 
done away with and the whole work entrusted to the 
C&AG; and 

,(c) the existing area of the audit conducted by the C&AG 
may be reduced to the minimum by strengthening the 
internal , audit system and by increasing the 

area covered by the professional auditors. 

11.14 We feel that it will not be advisable to do away with the 
C&AG’s audit altogether. In addition to considerations of public 
accoiintability, the fact remains that the Directorate of Commer- 
mal Audit has gained some experience of efficiency-cum-propriety 
audit. However, entrusting the whole work to the C&AG may not 
be a feasible solution. The senior officers of the C&AG themselves 
feel that it will require a tremendous expansion in the Govern¬ 
ment audit organization and may prove to be a more expensive 
proposition than the existing set-up. Nor would it be proper to 
suddenly curtail the business that is at present flowing to the pri¬ 
vate firms of chartered accountants which have been performing 
this work for quite some time and which have also come to 
acquire some experience and expertise in the process. The sugges¬ 
tion that the area of the C&AG’s audit may be reduced by increas¬ 
ing the area assigned to professional auditors is a desirable aim, 
but, in our view, this will not result in a significant reduction in 
the existing multiplicity and overlapping because the C&AG will 
always be inclined to test the work done by the professional audi¬ 
tors and it is here that most of the overlapping takes place. 

11.15 There is yet another consideration, perhaps even more 
Important than that of reducing avoidable multiplicity. This is the 
need to revise and re-orient the attitude of Government auditors 
to conform to the special requirements of public enterprises. It is 
often argued that Government auditors are not sufficiently aware 
nf the special circumstances and environments in which industrial 
and commercial enterprises have to function and that they do not 
distinguish between the procedural needs and operational exigen¬ 
cies of the public enterprises and those of the administrative Minis- 
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tries. It is pointed out that Government auditors who have the 
advantage of hindsight and additional information that was not 
available to the management at the time the decision was taken, 
seek to criticise individual transactions with great gusto. This dam¬ 
pens the enthusiasm and initiative of enterprising managers and 
promotes an atmosphere of caution in the management organization. 
This in turn leads to a situation in which executive authorities feel 
obliged to postpone decisions till after the necessary documentation 
has taken place. Those who hold these views go on to argue that it 
is not possible for the Government auditors to take a broad view 
and to recognize the fact that the management very often have to 
take calculated risks some of which are bound to result in losses on 
individual transactions. They, therefore, suggest that the C&AG’s 
Audit should be altogether eliminated in the case of public enter¬ 
prises, as has been done in the United Kingdom. They point out 
that this has not led to dilution of public accountability or diminu¬ 
tion of the effectiveness of audit in the UK, and suggest that the 
audit conducted by professional auditors should be deemed to be 
sufficient in the case of our public enterprises as well. 

11.16 However, we feel that it will not be proper to confine 
the audit of public enterprises to mere financial audit by the 
professional auditors. If public accountability is to be effectively 
discharged it appears necessary that there should be an external 
agency entrusted with the task of conducting efficiency-cum-propriety 
audit. We have considered various alternatives for eliminating the 
existing multiplicity of audit arrangements as well as for bringing 
about the necessary re-orientation in the auditors’ attitude, and have 
come to the conclusion that it is not possible to effect the required 
degree of improvement without a radical change in the existing 
system. We have reached the conclusion that with suitable modi¬ 
fications the systems prevailing in France and Italy can be adopted 
for the audit of our public enterprises. 

11.17 In France, a statutory body called the ‘Commission de Veri¬ 
fication des Comptes’ (Commission of Verification of Accounts) has 
been set up for work relating to the verification of accounts and the 
appraisal of performance of public enterprises. The work of the 
Commission is divided into five sections, each section covering a 
different area of enterprise, namely, fuel and power, credit and 

insurance, transport and communication, engineering, chemical and 
miscellaneous industries. Each section consists of three magistrates 
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of the Cour des Comptes (Audit Court) and two other members 
appointed by the Minister of Finance and Economic Affairs. The 
Commission has its own staff for verification work but includes a 
large number of officers, deputed from the Audit Court. It also 
utilizes the services of part-time investigators (rapporteurs) taken for 
the purpose from different Ministries. The ajm of the verification 
is not only to check the correctness and proper maintenance of the 
balance-sheets, inventories etc, but also to bring out the financial 
position of the undertaking and its future prospects. The Commis¬ 
sion also examines the commercial and financial management of the 
enterprises and suggests improvements including the changes required 
to to be made in the organization and structure of the enterprises. 

11.18 The discussions in the sections of the Commission are also 
attended by a representative each of the administrative Ministry 
concerned and the Planning Commission. The individual reports 
containing the findings, observations and suggestions of the Com¬ 
mission are adopted by the sections after hearing the representatives 
of the enterprises. These reports are confidential documents intended 
for the Minister of Finance and Economic Affairs, the Minister con¬ 
cerned with t}ie enterprise and the Audit Court. They are, however, 
placed at the disposal of the Members of Parliament appointed to 
the various permanent Commissions of the French Parliament 
concerned with the examination of the working of public enterprises. 
The Commission also presents a consolidated report on the activities 
of the concerns, and its findings, to the Parliament and to other 
high State organs. 

11.19 In Italy, the system of audit is not so elaborate as in 
France. In fact, except for the public corporations at the top, the 
subsidiary operating companies are no different in this respect from 
the private joint-stock companies. For the public corporations, like 
the ENI and IRI, a board of auditors is constituted which includes 
officers of the Audit Court, the Ministries concerned and the General 
Accounting Office. 

11.20 We feel that there are a number of advantages in adopting 
the system of audit prevailing in France with certain suitable 
modifications. We have already referred to the need for bringing 
about a radical re-orieptation in the attitude of the auditors so that 
their outlool? anci methods may conform to the specig} requirements 
of the commerical and industrial enterprises in the public sector. 
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We feel that the process of this re-orientation will be definitely 
accelerated if a Board is entrusted with the efficiency-cum-propriety 
audit of these enterprises and two eminent outsiders with experi¬ 
ence of the working of public enterprises are also nominated to 
serve as members of this Board. We also feel that while the senior 
officers of the audit department are sufficiently aware of the need 
for a different and broader outlook towards the audit of public 
enterprises, this awareness somehow does not percolate to the lower 
levels of the audit Organization. In our view, this is largely due to 
the hierarchical structure in which the audit department is at 
present organized. We believe that the position will ihiprove rapid¬ 
ly if the audit department is reorganized along functional lines, 
and a Board on the French pattern constituted at the top to provide 
direction and guidance to lo^Ver levels. The work perfofined by 
the Commission in France has been regarded as most useful and 
as the closest approximation to the type of systematic appraisal that 
should be made of the performance of the managements bf public 
enterprises. We have discussed the problems of appraisal of per¬ 
formance in the next chapter. In the ensuing paragraphs, we have 
confined our suggestions to the improvements necessary in the sys¬ 
tem of audit and the way in which the t^rench system of audit can 
be adapted for the audit of our public enterprises. 

11.21 We recommend that the work that is at present being 
done by the Directorate of Commercial Audit shbiild be divided 
amoriget tout bt RVe audit boards, each audit boSfd dealihg With a 
particular major area of enterprise like iron and steel, ehgineeting, 
cheihieaifi, ttade add commerce ahd ttahspbrt etc. ESth 6f these 
audit boards should hbve five members Ihcluding three sefiibt audit 
officers as commoh permanent members. We siigge^t that for this 
purpose dii Additional Deputy Comptroller ahd Auditbr-Gehetdl be 
designated the codimon Chairman of these boards; the other two 
commoh permanent members should be of the tank of Abcbilfitjmt 
General. This in effect may require an additional post of Accoun¬ 
tant General which we feel will be required in any ease With the 
expansion of the public sector. The two part-time members of each 
board should be appointed by the Minister responsible for the 
development of that particular industry. These two members need 
not be serving officials of the Ministry, but may be selected from 
amongst very senior persons experienced in the work of public 
enterprises or from among experts in commercial or financial 
matters. It would be advantageous if one of the two part-time 
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members has occupied senior managerial posts in the public 
enterprises. 

11.22 We suggest that the existing departmental set-up of the 
Directorate of Commercial Audit should be utilized for providing 
the secretariat and investigating staff to the audit boards. This 
will not involve any transfer of service or radical reorganization of 
the department because the administrative control over staff and 
the responsibility for running the organization can be vested in the 
three permanent members who will be officers of the C&AG. It 
will be necessary, however, to provide reorientation and training to 
the existing staff and to recruit certain specialists and experts like 
statisticians, economists and cost and chartered accountants. If an 
organization is to undertake the task of efficiency-cum-propriety 
audit, it is essential that its staff should at least resemble in expertise 
and specialization the management organization of the enterprise 
concerned. 

11.23 We suggest that reports relating to individual undertakings 
should be discussed in the audit board in the presence of the repre¬ 
sentatives of the Ministry concerned and the public enterprise 
under examination. These reports should not be treated as con¬ 
fidential but should be presented through the controlling Ministry 
to the Parliament. It should not be necessary for the audit boards 
to undertake a comprehensive review of the working of each under¬ 
taking every year. In fact, such a comprehensive review which 
would entail a corresponding amount of examination, would not 
even be desirable. The audit boards can so phase their programme 
that they undertake this comprehensive review in respect of each 
undertaking once every 5—7 years. This periodical review should 
be a systematic appraisal of managerial performance along the lines 
described by us in the ensuing chapter. The work of annual veri¬ 
fication of accounts and the balance-sheet need not be delayed to 
coincide with the comprehensive review. 

11.24 We also recommend that a large portion of the work, main¬ 
ly relating to regularity audit, may be got done by the audit boards 
through the professional auditors. This, in our view, would not be 
a perpetuation of the existing multiplicity because professional 
auditors would then be working as agents of the audit boards and 
will have a clearly defined area of work which need not be tested 
or re-examined by the permanent staff of the audit boards. We 
suggest that the work assigned to the professional auditors should 



223 


be clearly defined and distinguished from that done by the audit 
board’s own staff. It should be confined to regularity audit as in 
the case of private joint-stock companies. For each undertaking, or 
class of undertakings, combined audit parties comprising the staff 
of the audit boards as well as professional auditors should be formed 
for carrying out their tasks concurrently and collectively. This 
will effectively minimize the chances of duplication. 

11.25 We are of the view that evolving a system of audit on the 
above lines will not only reduce the existing tiers of audit but also 
result in a more broad-minded approach, particularly since the pre¬ 
sence of two eminent outsiders with experience will temper and 
elevate the level of examination. Discussion of the draft audit re¬ 
port in the audit board in the presence of the representatives of the 
Ministries concerned and the public enterprises will also help to 
clarify the various issues that come up in the course of audit and te 
evaluate them in the perspective in which a public enterprise has 
to function. The system that we have suggested will also enable 
the investigatory staff to develop specialized expertise and experience 
along functional lines. 

11.26 One question that might be raised about the system that 
we have proposed is whether it can be introduced without some 
changes in the existing law. We have studied this question, and 
find that no such change may be necessary. The provisions that we 
nave suggested can be written into the Acts drawn up for the 
creation of the proposed multi-unit corporations.- As for the enter¬ 
prises that will continue to retain the company form, or new com- 
oanies established or taken over by the Government, the proposed 
audit arrangements are consistent with the existing provisions of 
:he Companies Act. The C&AG in exercise of powers vested in 
aim by sub-section (3)(b) of Section 619 of the Act can authorize the 
:t levant audit boards in this behalf. 

11.27 We would also stress the need for a clear definition of the 
ope of the work that the audit' boards are expected to do. While 
c envisage that the arrangement we have proposed will enable a 
: itical review of the commercial and financial management of the 
;iblic enterprises, we believe that the audit boards can be really 
. neficial to the undertakings only when they function more for 
lu' constructive purpose of suggesting improvements than for 

o cussing attention on the errors and deficiencies of management. 
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The audit boards will have to guard themselves against the terhpta- 
tibn to prefer their owri judgment to that of the management 
boards, to highlight traiisactions which only involve a difference of 
opinion and to make observations which are based purely on fortuit¬ 
ous hindsight. We feel that within this framework an investigation 
by a body of persons having professional competence in audit work 
in cooperation with experts from outside will not only indicate the 
true financial status and prospects of an enterprise but will also 
inform management of the areas of possible improvement. The 
audit boards should deem the task of appraisal of managerial per¬ 
formance as far more important than that of the verification of 
accounts and audit. The difficulties in undertaking such an appraisal 
in relation to the public enterprises are discussed in the next 
chapter. 



CHAPTER XII 

APPRAISAL OF PERFORMANCE 

12.1 The task of measuring the performance of the management in 
the public sector is much more difficult than is the case in the private 
sector. The test of profitability provides a ready index for private 
enterprise. But in the public sector, other tests such as the fulfil¬ 
ment of non-financial, social and national objectives prescribed by 
the Government have to be met by the management in addition to 
the criterion of profitability. It is, therefore, necessary to work out 
a proper set of criteria for evaluating managerial performance in the 
public sector. These criteria have to be consistent with the objec¬ 
tives and obligations of the public enterprise. When such objective 
tests and criteria are not laid down, it becomes easy for detractors 
to indulge in ill-informed criticism or make unfounded allegations 
against public sector. On closer scrutiny, it becomes evident that 
some of these allegations do not arise from facts but from vested 
interests. Statements are frequently made about the poor returns 
on the capital invested in some of the public undertakings without 
giving due weight to the long period of gestation involved in heavy 
industry and to the fact that a substantial portion of the capital in¬ 
vested related to projects still under construction. On the other 
hand, one cannot ignore the fact that many public undertakings 
function in favourable circumstances created by the degree of mono¬ 
poly they enjoy. The fact that such an undertaking yields relatively 
better returns does not necessarily mean that it is being efficiently 
run. SUmilarly, it is not appropriate to compare the returns given by 
capital intensive industries like steel or heavy engineering plants 
with those from purely trading concerns like the State Trading 
Corporation. 

12.2 It must be pointed out that management is only one of the 
agents of production while.the performance of a public enterprise re¬ 
presents the combined operation of a number of agents. To make a 
fair assessment of the wrorking of the public enterprise, it is import¬ 
ant to draw a clear line of demarcation between the responsibilities 
ot tne management and the Government. If this distinction is not 
made, the concept of managerial efficiency tends to become vague. 
Government exercise a range of controls over a public enterprise and 
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the management has to function within the framework of these con¬ 
trols; there is a restriction on the activities of a public undertaking, 
both in respect of the end-results and the steps that can be taken to 
realise them. It will thus be only fair td judge the performance of 
the management In the light of these constraints on its actions. 
Within the structure of a public enterprise, however, ‘managemenT 
can be regarded as a composite entity idetttiflable with the top 
decision-making level comprising the management board and the 
chief executive- It is not inappropriate to view managerial authority 
within the enterprise as flowing from and converging on the manage¬ 
ment board and its chief executive. 

Ctlteria of Performance 

12.8 The criteria for evaluating the performance of any enter¬ 
prise depend on its objecives and obligations. The principal objec¬ 
tive, immediate or ultimate, of a private concern is the maximiza¬ 
tion of profit. In the case of a public enterprise, the objectives are 
multiple and cover different aspects of its operations, e.g., earning of 
surpluses, equitable distribution of its products and services, the 
generation of non-vendible benefits etc. Viewed from a strictly com¬ 
mercial st^ndpoint, some of these obligations work as constraints on 
managerial discretion. The criteria for evaluating performance in 
the public sector have thus to be related to a complex set of objec¬ 
tives. Since these objectives are not common for all enterprises it 
is not possible to evolve a uniform set of criteria applicable to all 
undertakings in the public sector. 

12.4 It is possible, however, to prescribe a basis for evaluation 
Indicating* in order of pwriority, the factors on which performance in 
the public sector can and should be judged. It is necessary to deter¬ 
mine thfe relative priority of different criteria since an evaluation of 
performance on the basis of one criterion may conflict with that on 
another. The performance of a public enterprise, in our view, 
should be evaluated in terms of the success achieved by manage¬ 
ment in the following spheres and in the order indicated below; 

(a) furthering of the non-commercial objectives of the enter¬ 
prise as specified by the Government; 

(b) furthering of the commercial objectives of the enterprise 
and maximization of profits subject to (a) and within the 
constraints of Government directives; 
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(c) improvement in the quality of products and services; and 

(d) economy and efficiency in the use of resources (men, 
money and mateeiads). 

12.5 To an extent, there is inter-dependence between some of the 
above criteria. The test of profitability has been put second to 
that of the fulfilment of non-commercial objectives since public 
undertakings are expected, to be run in the collective interest and 
tdaeir very creattiofi is based on considerations other than mere profit. 
For instance, it may not be in the collective interest for a public 
enterprise manufaeturing drugs and medicines to go in for profit 
maximization. The second criterion is nevertheless very important 
and is in fact the very reason for giving the public enterprise a 
structure of a commercial nature. Every public enterprise normally 
has the common objective of providing goods and services of 
reasonable quality at the least possible cost and make them available 
to the community at reasonable prices. We have earlier indicatwi, 
while discussing pricing poficy, that there is a good case for the pub¬ 
lic enterprises in a developing country to go in for reasonable profit- 
making. Hence the third and fourth criteria follow the profit 
criterion. The maintenance and improvement of the quaBty of 
products is no doubt an important obligation in the public sector, 
but the pursuit of this aim has necessarily to be within the confines 
of market discipline and the willingness of the consumer to pay for 
quality. Although the criterion of economy and efficiency in the 
use of reiaaurces has been put last, we attach great importance to the 
management's obligation to make continuous endeavours towards 
reducing costs in all areUs. In fact, this is in a way related to the 
second criterion since profits will depend on economy in the use 
of resources. It can also he observed that the reduction of costs 
in certain fields may come into conflict with some of the non¬ 
commercial objectives, e.g., a reduction in costs caused by retrench¬ 
ment of labour or automation or a reduction achieved at the ex¬ 
pense of the quality of product. 

Technique of Appraisal 

12.6 Appraisal of performance is basically an exercise in com¬ 
parisons. These comparisons can be made in three possible wajrs; 
first, management’s performance in different periods can be com¬ 
pared to assess the changes recorded over time; secondly, oom- 
parirons <»n be drawn between the performance of different enter¬ 
prises over the same period; and lastly, actual performance can fee 
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measured against certain hypothetical standards. In the first two 
methods, it is, of course, essential that the same set of indicators is 
used whether for measuring performance in different periods of time 
or in different enterprises. As for the last method, standards have to 
be laid down based on the performance data of similar enterprises 
in the past and on a detailed analysis of the various elements of 
production. This is a relatively more difficult task. 

12.7 The criteria for evaluating performance listed above only 
indicate the strategy for undertaking the task. To give them an 
operational content, it is necessary to select certain ratios to serve as 
indicators of performance according to the different criteria listed in 
paragraph 12.4. 

12.8 The ratios relevant to the first criterion will, of course, de¬ 
pend upon the non-commercial objectives prescribed for the public 
enterprises. It may be to develop a particular industry or provide a 
service to the community at reasonable cost or develop the economic 
conditions of a particular area or section of the community. Usually, 
success in these matters may be judged by the volume of output, the 
distribution of the products or services and the less tangible social 
value of the capital investment. As regards the second criterion, 
namely, that of maximizing profits, the return on the capital em¬ 
ployed, which is itself a ratio, is the principal indicator. The vari¬ 
ables indicating the quality of output are likely to differ from one 
enterprise to another, depending upon the nature of the product or 
service provided by the enterprise. Thus, in the case of utilities, like 
electricity and transport undertakings, the punctuality and regularity 
with which services are provided may serve as useful indicators. In 
the case of engineering and manufacturing concerns, the extent of 
consumers’ demand for the products and their acceptability in the 
market will be the proj)er variables. This is, however, a difficult pro¬ 
position in the case of enterprises operating under monopoly condi¬ 
tions. As regards the last criterion, namely, that of economy and 
efficiency in the use of resources, it is not a very difficult task to 
select ratios indicating the utilization, in physical and financial 
terms, of each category of input per unit of output. Inasmuch as 
labour is also one of the inputs, the management of a public enter¬ 
prise have additional responsibilities other than efficiency in the use 
of resources, i.e., labour productivity.. Thus, the extent of welfare 
and social amenities provided to the workpeople by a public enter¬ 
prise is also a factor that has to be taken into account while evaluat¬ 
ing its performance. 
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12.9 To go into the problem more specifically, it is necessary to 
find out the main factors which have a bearing on each criterion. 
For instance, the aggregate revenue of an enterprise depends upon 
three factors namely, the volume of output, the price of the product 
and the ratio of output actually sold to that produced. The volume of 
output, in turn, depends upon the size of investment and the inten¬ 
sity of its utilization. The running costs, which together with over¬ 
head costs, give the aggregate cost, depend upon the size of invest¬ 
ment, the running cost per unit of output, the intensity of utiliza¬ 
tion of capital and the price of inputs. Comparisons between ratios 
indicating the relation between some of these factors will yield the 
possible indicators that can be used for the purposes of a systematic 
measurement of the efficiency of the enterprise. 


12.10 These ratios, while serving as useful bases for analysis, 
would not by themselves yield the proper inferences. Like any other 
set of statistics they require intelligent interpretation and explana¬ 
tion, particularly with reference to the constraints under which the 
management has functioned during the period under review. This 
is a very complex task requiring treatment by experts and a sophis¬ 
ticated investigatory apparatus for collecting the necessary informa¬ 
tion and data required for a proper analysis. It may be argued that 
the setting up of such organizations, within and outside the public 
enterprises, for a comprehensive and systematic measurement of 
efficiency is not a practicable proposition in the immediate future. 
We feel that it is a necessary and desirable objective, and for which 
preparatory steps should be taken to build up an organization of 
trained personnel and to enable them to gain experience of the actual 
working of the public enterprises. We also recommend that to begin 
with, simple and rough-and-ready yardsticks should be evolved and 
standardized, and the public enterprises should be required to report 
their performance on the basis of such a standard pattern that will 
be of use to themselyes as well as to outside agencies. 


12.11 Appraisal of performance has two aspects, viz, one which is 
done by the management itself for self-improvement and the other 
which is undertaken by external agencies acting as proprietors, or 
the agents of proprietors, e.g., the Parliament and its Committees; 
the controlling Ministry and its inspection teams; and on behalf of 
the proprietors, by the auditors. 
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Internal Agency for Appraisal 

12.12 It is essential for the proper functioning of any enterprise 
that the management itself feels primarily responsible for measur¬ 
ing the efficiency of its operations. Prom the standpoint of internal 
appraisal, the problem is largely an exercise in operational statis¬ 
tics. The complexity of this task in the case of public enterprises 
springs from the fact that management have to function within cer¬ 
tain constraints imposed by the social and economic conditions, the 
non-financial objectives imposed on the undertaking and the lack of. 
the infra-$tructure necessary for the enterprise, despite which f 
undertaking has been set up in the larger national interest. In our 
view, each public undertaking must have an adequate apparatus for 
regularly exercising efficiency-control and this apparatus must be an 
integral part of the management organization. The principal ele¬ 
ments of such an efficiency-control system, broadly speaking, consist, 
of performance budgeting, cost accounting, work study, materials, 
management and market research to which we have referred in the: 
earlier chapters. 

12.13 However, we would like to reiterate the need for providing; 
public enterprises with the consultancy assistance necessary for 
setting up the organization required for exercising internal efficiency- 
control. We recognize that for lack of trained manpower it may be 
difficult for many undertakings to set up such a full-fledged machin¬ 
ery in the near future and that it will, therefore, be advantageous at 
this juncture to go in for simpler and speedier methods of efficiency- 
control as mentioned in paragraph 12.10. 

External Agencies for Appraisal 

12.14 We have discussed in earlier chapters the examination by the- 
Parliamentary Committee on Public Undertakings as well as the role 
of the controlling Ministries and the Bureau of Public Enterprises as. 
regards appraisal of performance. We have also referred to the 
commercial audit of the C&AG which is claimed to be an efficiency- 
cum-propriety audit. We are of the view that at present there is no 
expert external organization for carrying out systematic appraisal. 
The Estimates Committee of the 2nd Lok Sabha made the following 
observations (30th Report); 

‘The Committee consider it desirable that in view of the fact 
that many of the State undertakings are not yielding profits, 
and might not also be in a position to yield profits due to 
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some of them assuming a social service character, there 
should be a separate organisation to evaluate the working 
of such undertaings independently of profit consideration.’ 

The Committee further suggested that ‘the organisation to be set 
up in respect of such undertakings should not be of an ad hoc nature 
but should be able to undertake examination of each undertaking 
periodically.’ In pursuance of this recommendation Government 
have issued instructions for the setting up of inspection teams. These 
teams are to be set up by the administrative Ministries in consulta¬ 
tion with the Ministry of Finance and are expected to conduct 
periodical inspections which are not to be restricted to financial 
matters but are also to cover other aspects such as general efficiency. 

12.15 We are of the view that the setting up of inspection teams is 
perhaps not the best method for evaluating managerial efficiehcy. 
They are necessarily of an ad hoc nature and, from the managetPents’ 
point of view, little different from the audit parties. In our view, the 
task of evaluation is being confused with that of inspection. The 
need is for a standing expert organization which can gain continuing 
experience of this type of work and which can take up the work of 
appraisal periodically and not in an ad hoc manner. As mentioned in 
the previous chapter, a comprehensive system of appraisal by an out¬ 
side body has been evolved perhaps only in France. Drawing mainly 
on the French example, we have already suggested the setting up of 
Audit Boards for making audit more attuned to the needs of the pub¬ 
lic sector. We recommend that the task of undertaking periodic and 
systematic appraisals of managerial performance should be entrusted 
to the proposed Audit Boards. We feel that normally there should be 
no need for the administrative Ministry to send inspection teams in 
addition to the investigating parties functioning under the guidance 
of the Audit Boards. The inspecting officials of the Ministry can, in 
fact, be associated with the investigating party of the Audit Board. It 
will be possible in this manner to avoid duplication of effort and to 
save the time of the management who will not have to undergo suc¬ 
cessive investigations by different parties. 

12.16 It is, however, necessary for this purpose that the investiga¬ 
tory staff of the audit board has the necessary expertise. The Audit 
Boards would therefore, have to augment the expertise of the audi¬ 
tors with the assistance of economists, management engineers, sta¬ 
tisticians, etc and also those who have had the experience of working 
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in public enterprises. In fact, the experienced personnel of the 
enterprises can put in a very useful term of service on the staff of 
th Audit Boards on terms of deputation. The proposed Audit Boards 
and the investigatory staff will first have to gain a good deal of 
'experience before undertaking a very comprehensive appraisal. 
They will also have to act at all times with due self-restraint and full 
understanding of their own limitations, aware that their task is only 
to evaluate managerial performance and advise the Government 
and the managements of the public enterprises and not to attempt 
to lay down managerial policy for the enterprises or the Govern¬ 
ment. The more important purpose of appraisal is not merely to 
assess what the management has done or is doing but to suggest 
guide-lines for improvement. 

12.17 In conclusion, we would like to reiterate the necessity for 
clearly defining the objectives and obligations of public enterprises 
and for interpreting them more precisely in terms of financial ob¬ 
jectives. Unless this is done, it is very difficult to lay down concrete 
standards of performance against which the efficiency of the public 
enterprises can be evaluated. The problem of appraisal is the 
problem of laying down suitable standards of performance and of 
evolving indicative yardsticks to assess how actual performance 
compares with what was estimated. We feel that for a proper 
appraisal of performance, it is essential that Government make a 
general statement of policy on the financial and other obligations 
of the various public enterprises. This is as necessary to formulate 
the financial framework for each enterprise as it is to prevent un¬ 
fair criticism of the enterprises in the public sector. 



CHAPTER' XIII 


METHOD OF WORK 

IS'.l The Study Team on Public Sector Undertakings -was set up 
by the Administrative Reforms Commission on the 20th of May, 1966. 
The Study Team consisted of the following: 

Shri Ravmdra Varma, MP Chairman 

Shri P R Ramakrishnaii, MP Member 

Shri P Venkatasubbaiah, MP ” 

Shri Kripal Singh. Chairman, Railway ” 

Board 

Shri R C Dutt, ICS, Secretary, Ministry of ” 

Finance (Department of Revenue and 
Insurance) and Director-General, 

Bureau of Public Enterprises. 

Maj Gen Sardanand Singh (Retd), ” 

Director-in-Charge, Gujarat Refinery, 

Koyali. 

Shri Prakash L Tandon, Chairman, '' 

Hindustan Lever Ltd., Bombay. 

Shri S T Raja, Managing Director, ” 

National Coal Development Corpo- 
tion, Ranchi. 

Shri Naresh Chandra, IAS, Deputy Secretary 

Secretary, Administrative Reforms 

Commission. 

The Study Team was asked, in regard to the subject allocated to It, 
to ascertain facts, locate the principal problem areas and examine 
solutions for the problems and suggest such of them as they would 
recommend for the Commission’s consideration. 
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13.2 Shri H C Mathur, Member of the Administrative Keforms 
Commission addressed the first meeting of the Study Team. The dis¬ 
cussions that the team had with Shri Mathur were of considerable 
help to us in defining the area of our study and determining the 
method that we should employ. The Team reviewed the procedures 
that could be adopted and came to the conclusion that the method 
of enquiry and the procedures should be such as would enable the 
Study Team to make a scientific and comprehensive examination of 
the subject, and yet complete the work entrusted to the team in a 
reasonable period of time. After examining alternative possibilities 
and the requirements of a study of the kind that was entrusted to us, 
we came to the conclusion that it was neither necessary nor feasible 
to undertake a detailed examination of the problems and working of 
each undertaking in the public sector. We, therefore, decided that 
our study would neither be a survey of the problems of individual 
undertakings nor of each undertaking in the public sector. We came 
to the conclusion that the only way we could do Justice to the res¬ 
ponsibility that had been entrusted to us was by studying the work¬ 
ing of the public undertakings with a view to identifying their com¬ 
mon problems and deficiencies, and formulating proposals for re¬ 
orientation of outlook and reform of structures and procedures that 
would have value and significance to undertakings in the public 
sector. We, therefore, proceeded to examine the subject on this 
basis, and formulated an illustrative list of issues which indicated 
areas that needed further exploration and study. 

13.3 We felt it would be of great advantage to the team if we 

could meet some of the chief executives and financial advisers of 
public undertakings even in the initial stages of our enquiry. We 

decided to avail of such meetings to discuss the basic issues that we 
had formulated in the illustrative list. We felt that this would give 
us an opportunity to acquaint ourselves with the ideas and expe¬ 
riences of those who were running some of our public undertakings. 
In the month of June, 1966, we met the Chairmen/Managing Direc¬ 
tors and senior finance officers of four important public undertakings. 
These were followed by discussions with the Secretaries of three 
key Ministries concerned with the public undertakings, and also with 
the officers of the Comptroller and Auditor-General who deal with 
the audit of public undertakings. The proceedings of all these 
meetings were recorded in summary form for future use. 

13.4 The subject of our study required the collection and compila¬ 
tion of a great amount of facts and information regarding the work- 



ing of public undertakings in Jndia as well as in foreign countries. 
This ^sk was rendered considerably light by the wealth of informa¬ 
tion available in a number of the most useful reports that Parlia¬ 
mentary Committees have brought out on the working of the Central 
Gpyerpment undertakings. Whije we received considerable help 
from these reports as well as the reports of Government agencies- 
like the Bureau of Public Enterprises, we felt that some of the 
information that was essential for our study could be collected and 
some of the material that we could obtain from other sources brought 
up-to-date and authenticated only from the undertakings themselves. 
We were hesitant to add to the number of detailed questionnaires 
that undertakings are asked to answer. But when we found that 
there was no alternative source of authentic information from which 
answers could be obtained speedily, we decided to draw up a brief 
questionnaire and address it to the undertakings of the Government 
of India. There was yet another reason for which we thought of a 
questionnaire. We were keen to have the benefit of the views and 
suggestions of a number of experienced officers in the Ministries 
and the public undertakings. But we realized that within the 
short time at our disposal, we would not be able to interview all 
those whose views we wanted to seek. We could reach a larger' 
number of people with a questionnaire. But we did not want tO' 
burden everyone with the same set of standard questions. So« 
different sets of questionnaires were drafted, each relevant to a. 
different type of undertaking, and the managements of these under¬ 
takings and the Ministries concerned were requested to give us the- 
necessary information and to offer us their views and suggestions 
Of the 18 Ministries/Departments and 63 undertakings of the Central 
Government that we addressed, 16 Ministries/Departments and 51 
undertakings sent us replies. 


13.5 In addition to the information and views that we obtained 
in response to our questionnaires, we felt that the views of a number 
of persons both in the Government and in the private sector who 
had special knowledge and experience of the working of public enter^ 
prises would be of great value to us in examining solutions to the 
problems of the public sector. So we drew up a list of issues, instead 
of a questionnaire, intended to indicate the specific areas in which, 
we were principally interested in ascertaining the views of such 
persons. In all, we requested about 60 persons, but in the midst of 
their pxeocdupatioHS, many of those to whom we wrote found it 
(hfficult to send us their views within the date specified by us. We 
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received 21 notes and memoranda. A similar request was made to 
the various professional institutes and associations whose functions 
or interests have a bearing on public enterprises. In response to our 
request we received 4 notes or memoranda from such organizations 
We are grateful to all the officers who found time to meet our Team- 
We are also thankful to all officers, individuals and institutes who 
■helped us by sending us comprehensive and thoughtful replies to our 
questionnaire and letters. Their views and suggestions have been 
■of immense value to us. 

13.6 We regret to have to report that the efforts that we made to 
elicit the views and opinions of the Central Trade Union Federations 
did not meet with success. We were keen to acquaint ourselves with 
the views and experiences of the representatives of the organized 
labour force in the public sector, especially on matters like workers’ 
welfare, management of townships, problems of retrenchment, labour 
productivity, etc. We, .therefore, requested the four Central Trade 
Union Federations to give us the benefit of their views on these sub¬ 
jects. But we regret that we have not yet received any replies from 
them. We have no doubt that we would have had the benefit of 
their experience and points of view if they had replied to our 
request. 

13.7 We felt that while the necessary background material and 
information was being collected we could visit some of the public 
undertakings of the Central and the State Governments and explore 
the views and experiences of a relatively larger number of officers at 
the project site. The team, therefore, undertook three tours for this 
purpose, to Ranchi, to Baroda and Bombay, and to Bangalore where 
a cluster of public sector projects are located. During these tours, 
the team held 12 sittings and met the chief executives and officers of 
8 public undertakings of the Central Government, 2 of the State 
Governments, and one undertaking in the private sector. The Chair¬ 
man of the Study Team, accompanied by the Secretary to the Team, 
also visited a Central Government undertaking at Ernakulam and 
4 Kerala Government undertakings at Ernakulam, Trivandrum and 
Kundara and held discussions with the officers of these undertakings. 
The illustrative list of issues indicating the areas of study that we 

^ere covering were sent to these undertakings in advance to serve 

a basis for our discussions. These discussions were also recorded 

summary form. We would like to take this opportunity to express 
ir gratitude to the chief executives and officers of the undertakings 
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that we visited for the courtesy with which we were received, the 
hospitality that was extended to us and for the frank and comprehen¬ 
sive discussions that we were enabled to have. We have no doubt 
that these visits and discussions were extremely useful to us in getting, 
more intimately acquainted with the public undertakings, their 
problems, achievements and potentialities. 

13.8 While our team was engaged in these visits and interviews,, 
the research staff attached to the Study Team compiled and analysed 
the information and data contained in the various reports of the 
Parliamentary Committees, of Government agencies and the confer¬ 
ences and seminars held on different aspects of public enterprises. 
The staff of our team also collected information on the public enter¬ 
prises in some of the foreign countries from published documents as 
well as from the foreign agencies themselves with the help of their 
embassies in India and our embassies abroad. All the embassies that 
were addressed on our behalf were kind enough to furnish the infor¬ 
mation that we needed. We are particularly grateful for this; 
courtesy and assistance. 

13.9 The information and material collected in this manner was 
analysed and Working Papers were drawn up by the Secretariat 
attached to the Study Team, These working papers covered the 
range of subjects that were being considered for incorporation in the 
report, and were supported by duly classified background material 
that gave a digest of the up-to-date factual position, the available 
comparative information with respect to some of the foreign countries; 
and the views and recommendations of Parliamentary Committees, 
study teams, professional institutions, and persons of experience. Tb> 
facilitate this work a Working Group was constituted comprising the 
representatives of some of the concerned Ministries and public under¬ 
takings as well as the Management Division of the Planning Commis¬ 
sion. Besides contributing to the work of the working group, assist¬ 
ance was rendered by Shri J M Kitchlu and other officers of the 
COPP Management Division who presented papers on Planning and 
Construction of Projects, Materials Management, and Internal Audit. 
A task force in the Indian Institute of Public Administration (IIPA) 
under Dr G P Keshava extended similar help in respect of Budget¬ 
ing, Pricing Policy, and Appraisal of Performance. We wish to place 
on record our high appreciation of the work done by all these groups, 
and to thank the members of the Working Group, the COPP Manage¬ 
ment Division, the Bureau of Ihiblic Enterprises and the IIPA task 
force, for all the valuable help we have received from them. 
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13.10 In all, 15 Working Papers supported by background papers 
were put up before the Study Team. These were the basic documents 
that helped us to focus our discussion on the problems that we came 
4 icross and the solutions that we could offer. 

13.11 In the course of our work, the Study Team held 40 meet¬ 
ings, visited 11 projects and interviewed a number of officers of the 
Central Ministries and the undertakings of the Central and State 
■Governments. We maintained constant contacts with other study 
teams of the Administrative Reforms Commission that were cover¬ 
ing adjacent areas or areas of common interest. We also considered 
the working papers and other material considered by other study 
teams whenever these were forwarded to us, and we found that they 
were related to any area of our study. In the same way, we too 
forwarded copies of our working papers to other study teams that 
were dealing with similar or allied subjects. 

13.12 On two occasions, the Chairman and Members of the Com¬ 
mission met our Chairman, Shri Ravindra Varma,- and reviewed the 
progress of our work. We are grateful to them for the encourage¬ 
ment and guidance that we have received from them and for the 
initiative they took to ensure coordination between our work and 
that of other study teams dealing with related areas. Throughout 
our work, we have had the benefit of the able guidance and advice 
of Shri H C Mathur, Member of the Administrative Reforms Commis¬ 
sion. We are extremely grateful to him for the keen and sustained 
interest that he has taken in the work of our team, and the encour¬ 
agement and support that we have received from him. 

13.13 The work of our Team imposed a heavy burden on the small 
research and secretarial staff attached to us. They had to work very 
hard, and on a variety of subjects. The pressure for time often made 
-us demand the difficult. Yet they worked with cheer and devotion. 
We would like to express our keen appreciation of the work done by 
Sarvashri C P Kapoor, Lekh Raj, Girish Chandra, M A Harpalani, 
and D P Bhandari whose efforts have enabled us to complete our 
work. 

13.14 We hope that the results of our study and the solutions that 
we have suggested will help the Administrative Reforms Commis¬ 
sion to identify the problems that our public enterprises are facing 
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and to recommend comprehensive reforms that will improve the eco¬ 
nomic effort of our public sector undertakings and enable them to 
fulfil the expectations that the Parliament and the people have of 
them. 

Ravindra Varma 
Chairman 

P R Ramakrishnan 
Member 

P Venkatasubbaiah 
Member 

Kripal Singh 
Member 

R C Dutt 
Member 

Sardanand Singh 
Member 

•Prakash L Tandon 
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S T Raja 
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TJat^sh Chandra 
Secretary 

Dated the 10th June, 1967 


*As Shri Prakash L Tandon was out of India on 10 - 6 * 6 ?) tha Report has 
Sbecn signed by him on 23*6-1967. 



CHAPTER XIV 

SUMMARY OF MAIN CONCLUSIONS AND 
RECOMMENDATIONS 

I Introduction 
II Forms of Organization 

1. It is not possible to single out any one of the three forms of 
organization, viz., departmental undertaking. Government company 
and public corporation as the only one suitable for the administra¬ 
tion of all types of public enterprises and under all circumstances, 

( 2 . 2 ) 

2. The form of the departmental undertaking is unsuitable for 

the type of industrial and commercial enterprises covered in this 
Repart. (2.3) 

3. The principal defects generally attributed to the Government 

company form are outlined in paragraph 2.6. (l6) 

4. The pattern of public sector in India when compared with the 

pattern prevailing in some of the foreign countries reveals two impor¬ 
tant distinctions. First, instead, of setting up the public under¬ 
takings as statutory corporations, or under the control of such cor¬ 
porations, the company form has been adopted in India. It is only 
in India that Government seem to have adopted the method of run¬ 
ning companies by directly holding shares in them. Secondly, no 
single Integral public authority has been created in India for a parti¬ 
cular sector of industry and entrusted with the task of the general 
development of that sector including the running of undertakings in 
the sector and the setting up of new projects. (2>& and 2.10) 

5. The rigidity of the statutes of the corporations that have been 

set up or the inadequacies of autonomy provided for in statutes is 
no reason to conclude that these are defects inherent in the con¬ 
ception of public corporations and that Acts of Parliament setting 
up public corporations cannot provide for flexibility. (2.13) 

"6. For considerations detailed in paragraphs 2.15 to 2.19, the form 
of public corporation is the one that is best fitted for the commercial 


♦Recommendations of basic character have been marked with an asterisk. 
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and industrial undertakings in the public sectw. The public cOTpo- 
raticn foma has distinct advantages over that of the GovenuBfint 
company. Government should implrnnent the declared intention of 
the first Industrial Policy Resolution in this behalf and adopt the 
form of public corporation as the general rule for the industrial and 
commercial undertakings In the public sector in India. (2.20) 

’*7. The recommendations with respect to different undertakings, 
as classified in paragraph 2.21, are as follows: 

(i) All public undertakings in the industrial and manufactur¬ 
ing field should be entrusted to public corporations, each 
governing a number of operating units in the same area 
of industry. It would be advantageous to retain the com¬ 
pany form for units in which there is an element of pri¬ 
vate participation but in such cases the State-owned 
shares held in the company should be owned not by Gov¬ 
ernment directly but in tbe name of the public corpora¬ 
tion. 

(ii) The public corporation foirm is more suitable for under¬ 
takings falling in the category of public utilities and 
services. The statutes of existing corporations in this 
category should be revised with a view to ensuring tiiat 
they are in accord with the needs of autonomy and 
flexibility. 

(ill) The company form is not suitable for promotional and 
developmental undertakings. Government may re¬ 
examine the desirability of continuing these under¬ 
takings as Government^ companies. 

(iv) Since the commercial and trading concerns operate in 

competition with their counterparts in the private sectm*, 
there is perhaps some justification in retatoing the com- 
tinue to retain the company forln. (2.22) 

(v) In the category of financial institutions, LIC is a statutory 

corporation. The two other undertakings, viz., the Export 
Credit and Guarantee Corporation and the Film Finance 
Corporation which function as lending agencies may con¬ 
tinue to retain the company form. (2.22) 

8. A general review of the Companies Act and the apidb 
cability of its various sections to Government companies should be 

109 HA.-19. 
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uitdfe* Milken to Identify proyisions that have no relevance or signih- 
eance m the case of Government companies and are merely result¬ 
ing in the observance of irksome formalities. Government com- 
pmiies should then be exemp*ted from the operation of such provi- 
sd<ms under Section 630 of the Companies Act. (2.23) 

III. Organizational Structure and Managemeat Boards 

9. There is perhaps an advantage in having a policy-making hoard 
in the case of the smaller public undertakings. It is, however, injudi¬ 
cious to load these boards with busy Government officials in an 
attempt to give representation to every governmental agency con¬ 
cerned with the operation of the undertaking. With the exception 
of a representative each of the administrative Ministry and the Fin¬ 
ance Ministry, the attempt should be to select members whose ex¬ 
perience and qualifications will benefit the undertaking and who 
have adequate time and interest to do Justice to their job of part- 
time directorship. (3.13) 

^10. For considerations detailed in paragraphs 3.10 to 3.12, a few 
functional directors must be included in every board except for the 
very small enterprises. The superior authority of the chief execu¬ 
tive should be recognized and respected, but the chief executive and 
the heads of the different depaitoients should real se that the success 
of an industrial or commercial undertaking depends on the ability 
of top management to. function as a team. The controlling M!Inistry 
should scrupulously respect the superiority of the chief executive by 
abstaining from dealing directly with the functional directors ex¬ 
cept with the knowledge and concurrence of the chairman. In such a 
mixed type of board the chief executive should be made the Chair¬ 
man of the board; but, if for some reason, it is found specially 
advantageous to have a part-time chairman, the chief executive 
should be designated the vice-chairman. (3.14) 

11. The establishment of a number of individual undertakings of 
varying sizes, very often, functioning in the same field of industry, 
has led to a fragmentation of the industrial effort in the public 
sector. It also exposes the autonomy of the public undertaking to 
the danger of erosion. (3.17 and 3.20) 

'^12. For the considerations set out in paragraphs 3.17 to 3-20, all 
the industrial and manufacturing concerns, except those under the 
emrtrol of the Ministry of Defence and the Department of Atomic 
Energy, should be brought under integral public corporations 
charged with the responsibility for coordinating the effort hi the 
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iiKlustry amd for providii^r iIms direction, supervision and^uxilia^ 
seervices that individual units requite. (3.23) 

13. The advantages that will flow from the setting up of the 

integral public corporations in the industrial and manufacturing 
field are outlined in paragraph 3.24. (3.24) 

14. The running concerns in the industrial and manufacturing 

.field of the Central Government should be regroupedt under integ¬ 
ral public corporations. Similar possibilities exist in the case of the 
undertakings of the State Governments. (3.25) 

15. Certain multi-unit projects in the public sector at present 

have units which may more ap^opriately belong to a corporation 
other than the one being proposed for that multi-unit project as a 
whola It is difiicult to lay down any hard and fast rules for the 
location of these units as between the concerned corporations. Nor¬ 
mally, the principle should be to entru.st such units to the corp ora- 
'tion set up in the field of industry to which they belong even though 
they may be forming a part of a complex under the purview of an¬ 
other corporation. Possible exceptions can be projects that have 
been approved and established as integrants of a complex essential 
for the economic viability of the total complex itselm. (3.26) 

*16. It will be necessary to ensure that the integral public cor¬ 
porations grant the maximum p<^ible operational autonomy to the 
project managers. The principal functions that should be assigned 
to the public corporations should be as listed in paragraph 3,28. 

(3.27 and 3,28) 

*17. The powers and duties of the responsible Minister in rela¬ 
tion to the integral public corporations should be as stated in brief 
in paragraph 3.29. (3.29) 

18. A policy-making board composed mainly of part-time direc¬ 

tors will not be able to discharge the functions proposed for the 
integral public corporations. The chairman of the corporation will 
necessarily require the assistance of a few competent full-time 
directors so that he can devote his time and attention to the bread 
und important matters of policy. It will be appropriate to give 
each full-time director a specific area of responsibility in which he 
possesses greater knowledge than his colleagues. (3.30) 

19. In the smaller undertakings, the executive head of the ite- 
j^rtment may he the director who bears special responsibility for 

'tSee also Annexure V. 
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the subjects dealt with hy his department. But in the larger under> 
takings the full-time director need not be made the head of the de¬ 
partment or departments coming in his sphere. A separate execu¬ 
tive could be appointed so that the director may remain free of the 
responsibility for the day-to-day management of the department. 

(3.30) 

20. (government representation on the board of a public under¬ 

taking should be restricted to one representative of the controlling 
Ministry and another of the Ministry of Finance. It should not be 
necessary to include the representative of the (government depart¬ 
ment which is the sole or the main consumer of the products of the 
undertaking. The requirement of consumer ccmsultation can be 
taken care of by setting up joint consultative councils. (3.32) 

21. It will not be appropriate to include a representative of the 

workers of the corporation in its Board of Directors. But it may be 
of advantage to have a non- official who has had good and long, 
experience of working in the trade union organizations as a member 
of the board. (3.32) 

22. It would also be advantageous to have a few part-time non- 

official members who have proved their outstanding abilities in 
some areas of industrial, commercial or financial enterprise or 
administration. They should be men who have faith in public 
enterprise and who do not have conflicting business interests witii 
those of the corporation to which they are nominated. (3.33> 

*23. The management organization below the corporation level 
should be left to be worked out by the public corporations so that 
the requirements of each industry and undertaking at each stage 
can be taken fully into account. The relevant Acts setting up the 
corporations should provide for consultation Mth the Government 

on this question. (3.37) 

*24. It will perhaps be necessary to retain the company form in 
certain cases e.g., for undertakings not wholly owned by Govern¬ 
ment. With the setting up of the public corporations, the State- 
owned shares in the comiianies should be held by the corporation 
concerned, and not directly by the Government. (3.38) 

25. In sectors where it is necessary to have an element of private 
participation, including foreign participation, the project should 
still be set up through the agency of the public corporation, the 
corporation owning shares in the company in place of the Govern¬ 
ment. (3.38> 
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26. In the case of smaller operating units, it may not be worth¬ 
while to set up a formal management board. The overall respon¬ 
sibility can be entrusted to a single executive (General Manager) 
who will act as the agent of the public corporation. For the larger 
units, it will be advantageous to set up a management board or 
icommlttee under the executive orders of the corporation. There will 
be no need to have Government representatives on such boards or 
committees. In the case of the larger units the corporation may 
find it desirable and necessary to nominate one or two of its full¬ 
time functional directors or heads of departments on the boards or 
committees set up at the imit level. (3.39) 

* 27 . For many of the reasons detailed in the case of the industrial 
concerns. State Trading Corporation and the Minerals and IVfetals 
Trading Corporation should be merged. If the volume of work is 
considered unmanageable for a single corporati<m, a belter way 
would be to have two managing directors for the two wings that 
may be created along the existing division of work bnt within a 
single company. On the same considerations, the management of 
the two hotels, viz., Ashoka Hotels and Janpath Hotels should be 
brought under the purview of the India Tourism Development 
Corporation. (3-40) 

IV. Parliament and Public Etaterinise 

28. Although it is generally agreed that the scrutiny that Parlla- 
anent exercises over the working of public enterprises should not 
extoid to matters of day-to-day adminlatratioo, it is extremely 
difficult to prescribe ready and infallible tests to determine in in¬ 
dividual cases whether they are matters of policy or matters of day- 
to-day administration. The task can become somewhat easier if the 
objectives and the financial obligations of public enterprises have 
been clearly defined by Parliament. In our view, any act or omission 
of an act which directly affects the fulfilment of the objectives and 
obligations of a public enterprise cannot be described as a mere 
matter of day-to-day administration. In the same way, all matters, 
except those which have a bearing on any established policy of 
Government either in relation to that undertaking or the public 
sector as a! whole, should ordinarily be treated as matters of day-to- 
day administration. (4.3) 

'*29. The present criteria for the admissibility of questions can be 
made more specific tb exclude the matters that Parliament itself 
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has, by an Act, placed within the competence of autonomous cor¬ 
porations. This principle can also be extended to the Government 
companies as well. (4.7) 

30. The actual working: of the rules and g:uide-lines laid down 

for determining- the admissibility of questions depends considerably 
on the initiative of the Ministry concerned. The Ministries should 
be more vigilant in ensuring that what Parliament itself has ex¬ 
cluded does not reappear due to oversight or neglect. The admissi¬ 
bility of questions snould be quickly examined first in the Parlia¬ 
ment Secretariat and then in the Ministry to bring to the attention 
of the Speaker cases that attract the conditions for exclusion. They 
should also check whether similar information had not been supplied 
in reply to an earlier question. (4.8) 

31. It is difficult to say whether the method of inquiry that the 
Committee on Public Undertakings has adopted will continue to be 
the only method that the Committee would employ in all cases. It 
may well be that the method that is now being followed has been 
chosen since it was considered the best method that could be em¬ 
ployed in the initial years. At present, there is considerable reli¬ 
ance placed on eliciting information through detailed questionnaire. 
The managements of many public undertakings have observed that 
the meticulousness with which such detailed questionnaires emanat¬ 
ing from a Parliamentary Committee have to be answered often 
imposed a heavy burden on them and sometimes resulted in the 
enquiry gravitating towards the area of day-to-day management. 

(4.13) 

'32. For the reasons detailed in paragraph 4.16, the Committee on 
I^blic Undertkings may consider taking up a group of under¬ 
takings falling withing one area of enterprise and bringing out one 
consolidated report on that public sector industry 'as a whole. 

(4.16) 

33. In the course of the examination of certain Ministries and 
general subjects, Parliamentary Committees other than the one on 
Public Undertakings, too ate still going far into the area of public 
enterprise. With the setting up of a special Committee on Public 
Undertakings the scope and functions of other Committees of Par¬ 
liament may be reviewed and re-defined to avoid overlapping and 
duplication. /a | 7 \ 
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24. A few BmdertakiBgs tfe already giving com^h«Bsive taiior* 
ttation on their c^rattoos and fatnre programmes in their aanoal 
reports, but there is rown for greater selectivity in these reports. 
A majority of the annual reports give wily sketchy InformatiflB. 
There is insnfScient recognition of the fact that one of the mahi 
purposes of the annual report is to enable Parliament to make an 
assessment of the efficiency with which an undertaking is being run. 
The guide-lines in this respect issued in 1962 are a little too general 
and they do not prescribe any specific form or suggest the necessary 
indicators that may be adopted for reporting performance to Parlia¬ 
ment. (4.19) 

35. The Bureau, in consultation with the Ministries and public 
undertakings concerned, should work out a model form for the 
annual reports. The Bureau should also prepare standard opera¬ 
tional indices that could be adopted by the different public under¬ 
takings to provide essential information in a readily intelligible 
farm. (The principal points that each annual report should contain 
are lindJcated in paragraph 4.21). The adoption of a oonunon patteai 
04 reporting and of standard operational indices wiU have the ad¬ 
vantages outlined in paragraph 4.22. (4-20, 431: ds 4229 

3^. In preparing the ccmsoiidaled Aiinuai Report «« the working 
of pttblid ^terprises, the Rurewii shoirid ad^t a rhnre sbrstemattt 
citssificatioh of'undertakings and evolve and me standard ihdtes-- 
tors for each major area of enterprise. (43%) 

37. The effectivenea. of die siqiervision by Parliameirt, by wldch- 
ev^: hrstrnment It is exercised^ very largely depends on the (idstiiy 
•f the mfoniiatioa that is inade aVaiiabie. in supplying hrfOinnfttiMi 
to aiiialneiit, whether in respoise to iquestioiis from Mnnbcue 
qnestidnnaires ftom the Cmhmlttee on‘ Pablic Undertakings^ the 
atimnpt should be bo give full and imaginative replies and notiitoad 
and tketchy answers that leave a feeling of dissattsfa^hm. 

(4.24) 


V. Government and Public Enterprise 
1. Governiaeiit Control 

3S. ^ere is a definite lack of uniformity in the kind and extent 
of powers reserved to Government vis-a-vis different public under- 
ti&ings. The existing variations cannot always be explained on a 
rsUonat basis. Government dtotild Ihy flown the principles that 
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^buld govern the reservathm of powers* A comparative review of 
the powers conferred on public undertakings to make appointments, 
incur capital expmiditure, etc should be undertaken with a view to 
removing anomalies and ensuring that boards of undertakings that 
are similar in size and nature have the same degree of autonomy. 

(5.5) 

• 

^39. There is a degree of confusion about the division of respon¬ 
sibilities between the Grovemment and the enterprise in the matter 
of public accountability, jiarticularly in the case of Government 
companies. One of the advantages of the public corporatimi form 
is that it is based on a precise and statutory definition of the rela¬ 
tionship between the Government and the undertaking, and pro¬ 
vides for a clear-cut demarcation of responsibilities between them. 
This should be kept fully in view while drafting up the statutes 
establishing the proposed public corporations, and while framing 
rules and executive orders under these statutes. (5.6 & 5*7) 

46. A Secretary or other of^er of the Ministry should not be 
made the chairman of a public undertaking, and a Secretary of a 
Afinistry/Department should not be included in the management 
board of the undertaking. (5.9) 

*41. All appointments below the board level should be made by 
the board itself. In the case of financial advisers/financial control¬ 
lers, the appointment shmild be made by the board but in consul¬ 
tation with the Government. (5.10) 

42. The existing position regarding the powers enjoyed by the 

boards of public undertakings for sanctioning capital expenditure 
should be examined with a view to malting an upward revision in 
the ease of the larger undertakings. With the setting up of the pro¬ 
posed public corporations there will be still greater scope for en¬ 
hancing the powers of the governing boards in the matter dt sanc¬ 
tioning capital works. (5.12) 

43. Where Government sanction the DFB with detailed estimates, 
the boards acquire full powers to incur expenditure. However, in 
case the sanctioned estimates have to be revised upwards by more 
than 10 per cent, the whole case has to be re-submitted to Govem- 
rnmut for re-scrutiny in detail. The range of 10% should be raised to 
15% in view of the fact that there is almost always a general in- 
cr^se in prices between the time the DPR is prepared and the 
sanction is issued and work taken in hand. Moreover, the costs often 
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up for quiite obvious reasons. In such cases, the whole proposal 
need not be re-examined; scrutiny should be confined to the specific 
item or element of the proposal in which the increase has occurred 
and the possible effect of such an Increase on the profitability of the 
project. (5.13) 

"44. Government should not reserve any powers in the matter of 
delegation of powers exercisable by the board to the chief executive 
and other officers of the public imdertakings, but should allow the 
board full freedom to delegate powers to its executive officers. The 
Government will of course receive information about any delegation 
that the board may decide upon and they can always make a sug¬ 
gestion or give a directive to the board in case they consider such 
a directive necessary and desirable. (5.14) 

45. Any suggestion from Government to a public undertaking 
asking it to act in a manner other than that dictated on ec<momic 
grounds should be in the form of an open directive and should be 
duly brought out in the Annual Report of the undertaking. 

(5.15) 

46. While it cannot be possible in all cases for a Government re¬ 

presentative to commit his Ministry to a proposal at the board 
meeting, the reinesentatives of the Ministry should be able to have 
eonsoltatimis and formulate the views of the Ministry on most 
matters appearing on the agenda ev«i before they go to the meeting. 
If a determined effort is made at the Ministry, its representative can 
generally be in a position to speak on behalf of the Ministry at tbe 
meetings of the Board. The Ministry's official appointed as a part- 
time member of the Board should be a fairly senior person and not 
below the rank of a Joint Secretary. (5.17) 

*47. The top management posts like those of the chairman or 
full-time members should be filled by deputationists only \dieii thme 
is no suitable alternative. Where officers have to be appointed, <mly 
those who have experience of woridng in public undertakings or 
similar establishments should be selected. Officers selected for ap¬ 
pointment to these posts should be asked to sever their cmmection 
with the parent service on such appointment. A siniiUr course of 
action should be adopted in respect of the posts of General Managers 
and Financial Advisers of the larger units. (5.16)t 


fAJso See oara 8‘ii. 
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*4S. The chairmen of the proposed integral corporations should 
be accorded a status tburistent with the requirements and import¬ 
ance of their functions, even though it may mean a status higher 
than that of the senior-most permanent civil servant. In the case 
of the larger integral corporations that may be created the chairman 
diould be given a status equivalent to that of the Governor of the 
Reserve Bank of India. (5.19) 

49. Government should free the public enterprises from a large 

part of the control they are exercising at present and concern them¬ 
selves mainly with its larger aspects. By reducing the spread of 
Govemmnt control, which appears to be much larger than it need 
be. Government will be able to focus attention on vital and strategic 
points, and thereby ensure a more effective compliance with their 
policies and directives. (5.22) 

2. Government Machinery for Co-ordination and Control 

50. With the increase in the number of ministries dealing with 

different sectors of Industry, there are now several ministries and 
agencies of Government which are concerned with different aspects 
of work relating to the public enterprises. This has led to problems 
of cowdination at vaHous levels. Much of the existing multiplicity 
in this respect can and should be reduced by entrusting the work 
now being done by a number of agencies to an expanded Bureau of 
Public Enterprises. (5.24) 

51. The basic nature of the Bureau should be that of a service 

agency. The primary responsibility for the eCDcient management erf 
the enterprises rests oh the enterprises themselves, and that for 
supervising their working and accounting for their performance to 
Parliament on the Ministries Concerned. While the Bureau with its 
specialised experience can be Of great assistance to the Ministries 
as well as the enterprises in discharging these difficult tasks, it would 
be harmful to duplicate the authorities responsible for these func- 
timis. (5.27 

52. On the considerations detailed in paragraphs 5.28 and 5.29, the 

functions that should be assigned to the Bureau should be as given 
In Annexnre m. The broad organizational set-up of the Bureau 
sdiould be as outlined in Annexure lY. (5.30) 

53. An important task of the Bureau will be to indicate its role 
and prove its utility. The Bureau should act as a catalytic agent for 
promoting study and with the help of Department of Admiuistzlillve 
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Reforms, Institutes of Mana|:ement and other specialised institutions, 
or^nize and enconrg:e expert groups to study the special problems 
of the enterprises and work out solutions which could be adopted 
for g^eral application. (5.31) 

54. In view of the functions proposed for the Bureau, it should^ 

be placed under the full-time charge of a senior ofBcer, not below 
the rank of Additional Secretary, who has had experience of work¬ 
ing In the public undertakings, tact, the Bureau should ordinarily 
be staffed with persons who have had experience of working in the 
public enterprises. (5.33) 

55. For the considerations set out in paragraph 5.34, it will be 

more appropriate to retain the Bureau of Public Enterprises in the 
Ministry of Finance, even if a Department of Industrial Development 
is established on the basis of the recommendations made in the 
Interim Report of the Study Team tm Machinery of the Govern- 
ment of India. (6-34) 

56. A nucleus technical cell should be set up in each Ministry 

concerned with public undertakings to enrich the quality of the 
scrutiny and evaluation of feasibility studies and DPBs, to secure 
proper processing and utilization of the reports and returns sub¬ 
mitted by the public undertakings, partioularly of projects under 
construction and to expedite action on varloas proposals received 
from the public undertakings, (5.36). 

57. With the setting up of a properly staffed and expanded Bureau 

and the building up of the management organization in the eater-, 
prises, it will not be necessary to set up an elaborate organization in 
each Ministry. With greater delegation of powers to the public 
enterprises, the workload in the controlling Ministries will be con¬ 
siderably reduced. It will be appropriate to set up only a nucleus 
organization in the Ministry stace the type of staff required to build 
up the organization of the Bureau, the various staff groups in the 
public enterprises and the teeknknl oeUs in the Ministry, is already 
scarce and it will not be desiraUe to bnild up similar erganlzationa 
performing similar functions, and yet multiplied and located at 
dUIerent jdaces. (5.37) 

*58. With the integration of undertakings into larger mnlti-onlt 
corporations, it will be necessary to review their location under 
Cerent Ministries. The general principle should be to locate a 
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public enterprise on the functional principle Le-,- with the lOinistry 
ihat is concerned with the development of that sector of industry. 
(This does not cover the undertakings of the Ministry of Defence). 
The grouping of Central Government public undertakings amongst 
diiferent Ministries could be as indicated in Annexure V. 


3. Reports and Returns 


(5.38) 


53. The existing system of reporting as between the public enter¬ 
prises and the Government suffers from defects that have been out¬ 
lined in paragraph 5.43. (5.43) 


60. Installing modem systems of management and information 

reporting within the enterprise will considerably simplify the 
problem of devising the proper method of reporting as between the 
-public undertaking and the Government. If it is ensured that the 
required information, properly analysed, is available to the manage¬ 
ment, the Government will need very little information extra to that 
which is compiled and put up to the management board of the public 
•enterprise. Therefore, the forms devised for presenting informa¬ 
tion to the Government and to the management board should, as 
far as possible, be identical. (5.45) 

61. An expert study group should be set up for carrying out a 
more detailed examination of the reporting between the public un- 
'•dertakings and the Government. The Bureau should take action in 
cooperation with the COPP Management Division and the Ministries 
concerned, also enlisting the assistance of external consultants in 
.this field. The information requirements of the controlling Minis- 
ttries and other Government agencies should first be reviewed to 

avoid overlapping and to enable standardized returns to be 
developed. (5.46) 

62. The weekly and fortnightly reports that are at present in 

force should be dispensed with straightaway, unless required by 
law, or exceptional reasons exist for obtaining the information from 
an ‘autonomous’ body at such frequent intervals. Every controlling 
Ministry should periodically review the extent of utilization of these 
reports in order to cut out non-essential items of information and 
also to adequately strengthen their own organization for carrying 
out the required processing and analysis of information and for 
itaking follow-up action. (5.47) 
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V I. PUumiiig of Projects 

63. The main inadequacies and deficiencies in the planninif of 
projects have been as enumerated in paragraph 6.16. ' (6.16) 


64. The memorandum on ‘Feasibility Studies for Public Sector 

Projects’ prepared by the Planning Commission (Committee on 
Plan Projects) can serve as a good blueprint and guide for the 
steps to be taken and the documents to be prepared before sanc¬ 
tioning a project. (6.17) 

65. For every project involving investment above a certain limit, 

say, Rs. 5 crores and above, a feasibility study should be prepared 
on the lines set out in the Planning Commission memorandum on 
‘Feasibility Studies for Public Sector Projects’. ' (6.21) 

66. The present procedure for assessing demand through the con¬ 

stitution of working groups in the Planning Commission may be 
useful for determining plan priorities or a notional allocation of 
resources for different projects, but it is certainly not good enough 
for an investment decision. Before going in for additional capacity 
in the public sector the agency concerned should assess the demand 
for the product in all its aspects, viz., the effect of price on demandr 
the location, the pattern and time phasing of demand and the prac^ 
tical possibilities of selling the products in competitive conditions 
in India and abroad. The possibility that the new capacity that is 
proposed to be created in a public sector project may already be 
available in some other enterprise within the country should be 
fuUy examined in the feasibility study. (6.22 and 6.23) 

67. For projects not requiring foreign collaboration, the project 
scrutiny and subsequent Government approval to go ahead with the 
project may be based on the feasibility study report and applica- 
tions for foreign exchange should also be disposed of on the basis 
of this report. Supplementary project estimates should, however, 
be prepared to take account of changes that might occur as a result 
of rise in prices, unforeseen circumstances and omissions or under- 
estimations. The final rdease of funds should be authorized only 
after the preparation of the supplementary project estimates. 

(6.26) 
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68. For projects where foreign technical collaboration is indis¬ 

pensable and when foreign collaborator is employed to prepare the 
DPR, Government or the public undertaking should prepare a 
feasibility study from the point of view of national economic bene¬ 
fits and the project approval should be based on this report. The 
DPR should contain adequate information on items indicated in 
paragraph 6-28. (6*27 & 6.28) 

69. The development of designing and consultancy capacity in 

the public sector has been hampered because a large number of 
independent public undertakings have been set up even in the same 
field of technology. Amalgama.ion of these enterprises under large 
public corporations Will not only help in the building up of the 
' necessary capacity but also in its fuller utilization. (6.31) 

70. The consultancy organizations within the country should be 

registered and classified according to their field of activity and their 
capacity. The Bureau in cooperation with the Ministry of Industrial 
Development and Company Affairs should undertake this work in¬ 
cluding the promotional measures necessary for building up the 
consultancy services required by the public enterprises. The public 
undertakings should be encouraged and assisted to set up adequate 
designing and consultancy organizations. (6.32) 

71. The Bureau should be consulted cm the availability of indi¬ 

genous capacity and consultancy services in respect of each project 
for which the approval to the inter-Ministerial Negotiating Com¬ 
mittee and Foreign Agreements Committee is sought. (6.33) 

72. Turn-key contracts should not normally be awarded to foreign 

collaborators. It might, however, be necessary to obtain the latest 
technical know-how in the event of recent advances having been 
made in a particular field even though it resulted in the award of 
turn-key contracts. In such cases, the foreign contractor should be 
required to supply complete drawings and designs including the 
net-work and the time schedule of construction and to associate 
Indian engineers with the erection work and train them abroad. 
The contract should also specify that the overall control of cons¬ 
truction (including turn-key jobs) would vest in the project manage¬ 
ment. (6.34) 

73. In the case of inter-related projects, i e., projects where the 
output of one constitute the input of another, a ‘total systems’ 
approach should be adoped to their conception and planning in order 
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ttt reduce the total cost of Inpleme&tatioii and to avoid capacity 

ei^ted in one pro|eet from lyinjr idle while another was bein; 
comideted- (6>S&) 

74. Once it is dec’ded to go throngh the project, the project 

manager as well as the key personnel to be later put in charge of 
departments tike construction, finance, production and personnel 
should be selected and associated with the process of planning the 
project. (6.3S) 

75. The existing system of project evaluation and the scrutiny and 

evaluation of project reports have suffered from the defects out¬ 
lined in paragraph 6.38. (6.38) 

76. Often projects get included in the Plan on the basis of only 

a ineliminary project analysis and not after a detailed feasibility 
study. This gives the impression that such projects stand approved 
and sufficient effort is not therefore put in subsequently to complete 
the planning and evaluation of these projects. This has sometimes 
led to the approval of projects which were later found to be techni¬ 
cally or economically unsound. Projects should not be included in 
the Five Year Plans unless the feasibility studies have been com¬ 
pleted and found to be satisfactoy on scrutiny. Wherever a pro¬ 
ject is to be included without such a study, it should be mentioned 
solely as a notional target and no mention should be made of the 
location of such projects so that H does not become a commitment 
on the part of the Government to stick to the location mentioned in 
the Plan even though later studies may reveal the unsoundness of 
the earlier proposals on location or size. (6.39) 

77. It is necessary to develop techniques for evaluating the re¬ 
turn from projects in terms of national objectives, i.e., measuring 
the costs and benefits of a project from the standpoint of the overall 
economy and the development needs of the country. In principle, 
the criteria for evaluating a public sector project should be its 
national econcHnic profitability as distinct from mere commercial 
profitability; but, it would be essential to Insure against the possi¬ 
bility that ambiguity in defining national economic profitability and 
insufficient data may vitiate such an evaluation. The Government 
and the Planning Commission should evolve and lay down standard 
guide-lines that clearly define the criteria and the methodology ft»r 
project evaluation from the standpoint of national economic proflt- 
abUlty. 
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78. Immediately on the receipt of the feasibility study/DPR, the 

administrative Ministry should, set up a piloting committee consist¬ 
ing of the representatives of all the Ministries and agencies con¬ 
cerned and the Bureau. This Committee should undertake a con¬ 
current and collective examination of all aspects of the study/DPE 
so that papers do not have to be sent from IVOnistry to Ministry and 
queries raised and answered through time-consuming correspon¬ 
dence. (6.43) 

79. This piloting committee should also have a look at the pre¬ 
liminary project analysis as well so that the basic objections that 
any of the members might raise get taken care of during the plan¬ 
ning stage itself and the time and effort of technicians and specia¬ 
lists spent in the preparation of the feasibility study is not wasted. 

(6.44) 

*80. Government should progressively entrust the work of 
project planning and formulation to the running public enterprises. 
Furthermore, these enterprises should have the certainty that future 
projects in their field will be entrusted to them. Only then, will 
they feel and act on the need to set up and maintain designing and 
consultancy organizations without the fear that these may be des¬ 
cribed as expensive appendages or ornamental liabilities. (6.45) 

Yn. Construction 

81. The main deficiencies in planning for construction of public 
sector projects have been as enumerated in paragraph 7.12. 

(7.12) 

82. Once a project has been approved on the basis of the feasibi¬ 

lity study, systematic smd thorough planning of the required cons¬ 
truction programme should be undertaken before starting actual 
construction. (7.14) 

83. For all projects involving a sizable investment, say, of Rs. 5 

crores and above, a complete master plan of construction should 
be drawn up with the help of net-work techniques like PERT and' 
CPM. (745) 

84. The bulk of the work on a project is generally carried out 

under contract. The completion of project on time and within cost- 
estimates depends largely on proper planning and coordination <rf 
each and every contract in the project. It is necessary that Hie 
effort under each contract is scheduled and coordinated within ®he- 

framework of a master plan. (7.16)^ 
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85- The main defects in the preparation of contracts have been 
indicated in paragraph 7.18. (7-18) 

86. The control and coordination that the project management 

can effect are directly related to the conditions incorporated in the 
contract documents. These documents have to bring together all 
the contracting parties and facilitate spieedy and efficient execution 
of the construction work. The steps that should be taken to Improve 
contraot planning and the preparation of contract documents as 
well as scrutiny of tenders and selection of contractors are set out 
in paragraphs 7.19 to 7.26. (7.19 to 7.26) 

87. Performance data regarding contractors Is not befug compiled 

by the public enterprises on a systematic basis and is not reofff^ 
available. On the lines on which contractors are graded in different 
categories by the established departments of the Government, Ufte 
the CPWD, MES and railways, public undertakings too UbonM 
grade contractors according to their performance capabiltttes. Thb 
information compiled should be referred to the Bureau of PnbB6 
Enterprises from where it could be disseminated to other public 
undertakings. (7.27) 

88. Quite some delay takes place in the signing of the final con¬ 

tract after the issue of the Letter of Intent to the selected contractor 
which delays initial payment, and execution of work. The periodl 
of work under a Letter of Intent should be reduced to the absolute 
minimum. (7.28) 

89. The main factor diluting management control over construc¬ 

tion work has been the lack of proper Information reporting systems. 
It is necessary to adopt the net-work techniques (PEET/CPIM^ 
which not only facilitate planning for construction but also provide 
a sound base for building up an effective information and rep<»ting 
syste™- (7.29 & 7.39) 

90. Before starting construction, management should work out 
a realistic time-schedule so that the staff requirements do not get 
inflated due to an attempt to follow an over-optimistic coustruc^n 
schedule. Adequate manpower planphig on a phased-requirei^eute 
basis and minimising the quantum of work to be done d^M^ibneit* 
tally will also help to keep the staff strength from increasliii^l^. 4 indn)yy 


109 HA—20. 
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91. Subst^tial construction equipment, often imported from 

abroad, remains unutilized after the completion of the project for 
which it was procured while new projects go in for the purchase of 
similar items for lack of coordination. With the setting up of multi- 
unit corporations u more rational and fuller utilization of expensive 
construction machinery will become possible as the corporation will 
be in a position to move this equipment from one project to another 
as and when requirements arise. ' In the meantime, the Bureau should 
draw up an inventory of the surplus or idle construction equipment 
with projects that have already gone into operation to enable its 
utilization in the projects still under construction. (7.33> 

92. Delays in construction result in direct increases in cost besides 

delayed realisation of benefits expected from the project. Proposals 
for funds, import clearance or matters effecting the flow of work 
on projects which are in an advanced stage of construction shaulA 
be accorded the very highest priority by the controlling Ministry, 
the Ministry of Finance and the other Government agencies con¬ 
cerned. (7.34) 

93. Deviations from original cost estimates should be got ex¬ 

amined wherever they appear to be appreciable. Quite often, the 
estimates are pegged at low levels in order to make a project look 
more profitable than it actually is. The compilation of detailed 
information about such deviations will help in making future esti- 
mates more reliable. Such information sfiould also be communi¬ 
cated to agencies connected with the technical scruUny of feasibility 
studies of similar projects. (7.35J 

94. During the construction of large and complex projects, man¬ 

agerial and engineering personnel acquire valuable experience and 
knowledge which could be usefully recorded in the form of a pro¬ 
ject completion report. Arrangements for the ultimate preparation 
of the completion report should be provided for at the very com¬ 
mencement of construction, so that all the useful material at every 
stage of project construction becomes available for sifting, compila¬ 
tion and analysis. (7.37 > 

I 

95. Staff assistance to the project manager has been inadequate 

during the construction phase. There is considerable need for high 
level coordination and control to ensure the smooth progress of the 
work done by a number of contractors and agencies. A centralized 
staff group should be attached directly to the chief executive of the 
project. (7.38), 
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96. The smaller undertakings have to face considerable problems 
in acquiring and maintaining staff groups which though essentially 
required for greater efficiency they are not in a position to afford. 
They also have the problem of insufficient utilization of expensive 
construction equipment which after the construction phase is over, 
becomes surplus. Similarly, a number of qualified technical 
personnel having experience suddenly find themselves surplus. To 
some extent, they can be absorbed in maintenance jobs in the same 
undertaking or in some other undertaking, but the ^perience 
gained by them goes waste unless by chance they find berths In a 
new project under construction. These problems may disappear or 
become much less acute when the large multi-unit corporations 
suggested by us are set up for each industry In the public sector. 


Vm. Personnel 


(7.39> 


1. Top Management 

97. The whole procedure for the appointment of the full-time as 

well as part-time members of the board should be systematised. 
The Bureau can collect information on the qualifications and experi¬ 
ence of those who can be considered for appointments to these 
boards and maintain a register of persons with the requisite com¬ 
petence to function as full-time members of the board. The pro¬ 
cedure that is at present adopted by the Bureau can be further 
improved upon by associating some of the chief executives of 
important public undertakings with this work, (8.5> 

98. It takes time before an undertaking throws up sufficiently 
experienced and senior men to fill up uirectorships on its board. 
Till such time as this is achieved, it will be necessary to look out¬ 
side the enterprise as well to pick out suitable persons who can be 
found from the body of Government servants, leading industrialists 
and businessmen and professional managers and specialists in the 
private sector. In fact, it is advantageous to introduce from time 
to time an outside element at the top management level. (8.8) 

99. It is highly important that, while making appointments to 

the board, preference is given to the officers coming from within 
the undertaking. For this purpose, a career development scheme 
and a definite ladder of promotion should be evolved in each under¬ 
taking. The smaller undertakings, that do not have enough pro¬ 
motion opportunities, should be offered the benefits of a common 
manpower scheme. f810> 
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100. While appointing the representatives to the boards, the 

Ministries concerned should see that the persons nominated are not 
so burdened with the substantive work of the Ministry th?it they 
find it difficult or impossible to play a useful part in the board 
meetings. (8.12) 

101. Certain general qualifications should be prescribed for the 

part-time non-official members of the board on the UK pattern. 
These qualifications can be experience of the industry or of indus^ 
trial, commercial or financial matters, applied science, administra¬ 
tion or the organization of workers. The ch ai r m an of the public 
undertaking should be consulted before the responsible Minister 
makes appointments to the board except in the case of the Govern¬ 
ment representatives. (8.14) 

102. The existing schedules referred to in paragraph 8.16 should 
be revised so as to exclude all posts other than those of the chair¬ 
men and full-time functional directors of the boards of public 
undertakings. The Bureau should continue to draw up panels of suit¬ 
able names for these posts as a kind of service, there being no com¬ 
pulsion for the public undertakings to confine their choice to the 
names available with the Bureau. For the posts of FAs/Financial 
Controllers, it will be necessary for the Bureau to draw up panels of 
suitable persons to facilitate consultation, prior to appointment on 
these posts, between the public undertaking and the Government. 

(8.17) 

103. The salaries offered to the top executives in public under¬ 

takings should approximate to the rate for the job or at least bear 
a semblance to those offered in the private sector. Salaries in the 
public sector should not be pegged to the scales obtaining in Govern¬ 
ment. (8.18) 

104. In the context of the proposals for larger corporations, the 
aeed for paying higher salaries to the chairmen, and full-time func¬ 
tional members of the multi-unit coiiiorations will be all the great¬ 
er. The chairmen of the proposed multi-unit corporations should be 
given a salary equal to that admissible to the Governor of the 
Reserve Bank of India (i.e. Bs. 4,500 per month). The salaries for 
the full-time functional directors of the proposed multi-unit corpo¬ 
rations should be in the neighbourhood of Bs. 4,000 per month. 

( 8 . 20 ) 
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105. Frequent changes and long vacancies in the top posts as 
have often occurred in the past have to be avoided. The situation 
will improve considerably when the deputation of Government 
servants on top posts becomes Irreversible and the management 
boards are empowered to make appointments to all senior posts 
below the board level. The chairman and full-time functional 
members of the board should have a fairly long period of tenure 
to enable the person appointed to make a significant contribution 
on the basis of experience gained in the undertaking. A period of 5 
years should be regarded as the minimum for the chairman and 
full-time members of the board, and a period of not less than Z years 
for the part-time non-offlclal members. (8.22) 

2. Personnel Management 

108. Pqbllc undertakings continue to depend on the Government 
services for manning the managerial and technical posts at the 
thiddle and higher levels. Analyds of data furnished by 29 under- 
takihgs relating to posts carrying a starting salary of Rs, 700 per 
month and above indicates that the percentage of posts held by 
deputationists tras highest in the case of the finance and accounts 
organiaatton where It Was 38%. On the personnel and general 
admllifstiraiibn side, the percentage was 33 and in the case of scienti¬ 
fic and tednlcal personnel only about 3. (8.25) 

W7. While it is very tmpertant to develop managerial resources 
within the public sector, It has to be recognited that for some time 
to come, public enterprises, particularly new projects, will have to 
draw on depdtatianlsts for manning posts at middle and higher 
levels of numagement. It Is, therefore, necessary to identify the 
mere hainnfiii features of the existing arrangements regarding 
deputation. (8.27) 


108. Whenever it becomes necessary to obtain officers from 
Government services the attempt should be to encourage permanent 
absorption in the undertaking and avoid the situation where posts 
are manned by one deputationist after another. Service rr’~' 
should be liberalised for facilitating the absorption of deputationtet; 
at any level in the service of the undertaking; in particular, rules 
should be amended to enable deputationists to sever connections 
with the parent department without losing the accrued leave, 
pension and other retirement benefits. 18 28^ 
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109. The period of tenure of the deputationists is often too short 

and does not enable the enterprise to derive the benefit of the ex¬ 
perience gained by the deputationists. This term should, normally, 
be for a period of 4 to 5 years and it should be possible to review and 
terminate extreme cases of mal-adjustment at the end of the first 
year itself. To extend the term beyond 5 years may not be desir¬ 
able as the officer will practically lose all touch with his parent 
department. (8.29) 

110. A difficulty in securing a sufficiently long term of deputation 

is that an officer has little choice but to revert to his parent service 
if failure to do so would result in his losing a chance of promotion 
in his own department. The existing rules and orders on the subject 
should be modified to enable deputationists to serve a minimum 
four-year period, extensible by a further year or so at the request 
of the publie undertaking. In case an officer becomes due for pro¬ 
motion in his parent department, the undertaking should be given 
the option of granting him promotion in its own organization if it 
wishes to retain the officer’s services. (8.30) 

111. A certain advantage can be derived from the system of 

deputation during the time for which it continues for lack of a 
practical alternative. The deputationists having had experience of 
working in the public undertakings will be better equipped to do 
their job in the Ministries concerned with public undertakings. 
This consideration should also be kept in mind by Government while 
making postings to the concerned Ministries. (8.31) 

"IIZ. The statutory corporations like Air India, I AC, etc, can 
frame or amend rules regulating the terms and conditions of service 
of their employees only with prior Government approval. This 
leads to undue rigidity. They should be exempted from having to 
seek prior Government approval in these matters. It is sufficient 
for the Government to lay down certain model rules which could 
be adapted by the undertakings to suit their individual require¬ 
ments. (8.31) 

113. It is true that ensuring a certain degree of uniformity in the 
matter of allowances and retirement benefits is a desirable end, but 
enforcement of uniform pattern may neither be advisable nor prac¬ 
ticable in view of the number and variety of jobs. The best way to 
ensure rationality and a degree of uniformity in these matters 
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would be to provide information and expert guidance as an advisory 
service instead of insisting on prior Government approval or con¬ 
formity with rigid guide-lines. (8.35) 

114. The Bureau should collect information from different public 

undertakings about the service conditions, rules, pay scales etc and 
furnish it together with expert advice to all the public undertakings, 
the controlling Ministries and the Ministry of Finance. Government 
should, thus, have no difficulty in ensuring that public undertakings 
did not adopt different scales of pay for the same kind of posts. In 
case any public undertaking goes seriously out of line without due 
iustification, Government will always be in a position to correct 
the situation, if necessary, by the issue of a directive. (8.36) 

115. Government should ensure that every undertaking formu¬ 

lates and adheres to properly framed recruitment and service rules 
al(mg the lines laid down by the Government. (8.37) 

116. It is neither necessary nor desirable to set up a Central 

Personnel Commii^on for the public sector. (8.40) 

117. Each public undertaking should be encouraged to formulate 

and implement suitable career development schemes in which a 
phased programme of training at different levels is linked to a 
definite ladder of promotion. (8.45) 

118. It may not be a feasible proposition to revitalize the Indus¬ 
trial Management Pool in its original form. (8>47) 

119. The new pool scheme described in Annexure IX is an im¬ 
provement on the old IMP scheme. It prescribes a more systematic 
method for the placement of pool officers on eocadred posts in the 
public undertakings. The main advantage of the new pool scheme 
lies in the fact that it will associate chief executives of the public 
enterprises in the Advisory Committee entrusted with the imple¬ 
mentation of the scheme and offer wider prospects to the employees 
i;if public undertakings by facilitating inter-undertaking moMlity. 

(8.50) 

120. The problem of inadequate promotion opportunities would be 
c onsiderably reduced with the setting up of large multi-unit corpcnu- 
rions. These corporations will not only be able to offer wider pros¬ 
pects to their employees but also provide them with experience on 

variety of jobs in the different units under their control. Even so, 

will be desirable to have a common pool to meet the needs of such 



264 


smaller public undertakings as cannot be grouped under any multi¬ 
unit corporation and also such of the undertakings of the State Gov¬ 
ernments as wish to participate in the new scheme, (8.51) 

121. Work relating to this scheme can be entrusted to the advi¬ 

sory committee sug^gested in the report (extracts from which are 
given in Annexure IX) which cam function under the Cabinet Sec¬ 
retary and be serviced by the Bureau. The smaller public under¬ 
takings should be encouraged to take part in this common pool 
scheme so that they may be able to overcome the difficulties that 
they are experiencing in attracting and retaining suitable persons 
in their organization. (8.52) 

122. In meeting the manpower requirements, the problems which 

are special to public undertakings are generally those which are 
faced by the very large industrial and commercial concerns. In 
such concerns the top management have to be provided with highly 
qualified and expert staff groups in the fields of planning, finance 
and accounts, and personnel and administration. This pots 

up the demand for staff of categories specified in paragraph 8.54. 
As the public sector expands and the proposed multi-unit corpora¬ 
tions are set up, the need for these categories of personnel will in¬ 
crease very rapidly. (8.54) 

123. At the instance of the Planning Commission and the Home 
Ministry most public undertakings have made a survey of their 
additional requirements for managerial and technical manpower for 
the Fourth and Fifth Plan periods. But since most of the under<- 
takings do not have the necessary expert assistance to make fairly 
accurate estimates of the requirements for the future. Government 
should have the assessment made by the public undertakings ex- 
aniined by a body of experts with the assistance of the Institute of 
Applied Manpower Research. A much more detailed assessment of 
manpower requirements is necessary to formulate a concrete train¬ 
ing programme, particularly for the specialised branches. 

(8.75) 

124. Public ehterprises need not assume responsibility for basic 
training in general management and training in professions which 
are required both by the public enterprises and private concerns. 
The existing training institutes can be more economically utilized 
for providing this type of training. Arrangements will, however, 
have to be made for in-plant training and induction of new recruits. 

(8.61 & 8.62) 
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125. The Bureau, in co-operation with the Ministries concerned, 

^ouli undertake a survey of the existing training facilities to help- 
avoid duplication and identify areas where training facilities need 
to be extended or Increased. The Bureau, together with the repre¬ 
sentatives of the Ministries concerned 3**d the public enterprises, 
should examine the curricula of training offered by different insti¬ 
tutes to evaluate suitability of curricula to the requirements of the 
public sector and the quality of training imparted. (8.62) 

126. The training of specialists and technicians listed in para¬ 

graph 8.56 should be the special responsibility of the public enter¬ 
prises themselves. -In discharging this responsibility enterprises 
operating in the same field of technology can co-ordinate their efforts. 
This co-ordination will, of course, become automatic once a multi- 
unit corporation is set up in each field. (8.63) 

127. The draft outline of the Fourth Plan contemplates training 

programmes in management to be jointly sponsored by the Pla nn i n g 
Commission and the Bureau of Public Enterprises, with, a provision, 
of Bs. 1 crore for the purpose. It should be possible to work out 
with the help of management institutes and specialised agencies 
concerned the possibility of running training programmes tailored 
specially to the requirements of the public undertakings. This work 
and the funds being provided for the purpose ^onld be transfbnnd. 
in the Bureau. (8.63) 

128. Although over-staffing does exiat in many projects, its extent 

and nature is yet to be fqiiy analyst and assessed. SWBoitot steps 
have not been taken so far to locate the areas of over-staffing and 
to reduce the staff in those areas. Opportunities coming in the wake 
of expansion have not been fully utilized to absorb surplus staff. 
To some extent, this is due to the fact that new projects were gene¬ 
rally set up as independent companies and not under the old running 
concerns. (8.66) 

129. The main reasons for over-staffing have been outlined in 

paragraph 8.67. (8.67) 

139. To overcome the problem of over-statBng, the real need is 
to take the circumstances of each case into account and to work out 
practical solutions consistent with the social obligations of the public 
undertakings. The adoption of proper standards and other control 
techniques is essential from the very beginning. After the situation 
goes out of hand, it becomes extremely difficult for management to 
retrench staff. (8.68) 
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131. In undertakings in which over-staffing has become chronic, 
it is necessary to have work studies undertaken by industrial engi¬ 
neers. Once the extent and areas of over-staffiing have been iden¬ 
tified, the subsequent absorption of surpluses during the expansion 
stage and the setting up of new projects will be facilitated. The 
immediate corrective steps already adopted by some undertakings, 
as described in paragraph 8.69, can be applied by other undertakings 
facing the problem of over-staffing. (8.69) 


132. The problem of surplus construction staif is common to most 

industrial undertakings in the public sector. (See also recommenda¬ 
tion no. 96). The Bureau can maintain information regarding the 
expected dates of completion of various projects so that new pro¬ 
jects could be advised of the possibilities of construction engineering 
personnel becoming surplus elsewhere. This will facilitate mobility 
and enable the absorption of potential surpluses. Greater use of the 
construction corporations in the public sector and all non-depart- 
mental agencies, wherever feasible, will also tend to reduce the 
problem of surplus construction staff. (8.70) 

133. According to a study report (made in 1963), the problem of 

Bight of personnel, was not a general phenomenon in the public sec¬ 
tor as a whole although there were several undertakings where un¬ 
planned movements had taken place. The main causes for this move¬ 
ment were identified in the study report, as outlined in paragraph 
8.71. The problem of staff turnover is not so acute in the case of 
non-technical personnel. (8.71 & 8.72) 

134. The problem of flight of technical personnel is being felt 
ncutely in the Heavy Electricals, Bhopal (HEL), and to a lesser 
extent in the Neyveli Lignite Corporation, the IOC, the HMT, and 
n few others. In some cases engineers trained abroad at consider- 
.able expense by HEL were offered so much better terms by the 
private concerns that they left the HEL despite the liability to pay 
.heavy penalty for infringement of the bonds that they had signed. To 
.check this situation, the bond that the trainees have to execute 
:should be for a minimum period of 5 years, and in the event of 
infringement, should be rigidly enforced. The training programme 
should be linked to a definite ladder of promotions so that a person 
has an added incentive to stay on after the completion of training. 

(8.74) 
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135. Some provision should be made in undertakings like Neyveli 

Lignite, the IOC and which too are facing this problem, to 

enable at least a certain percentage of engineer-entrants, to receive 
comparatively early promotions to the next higher grade, as soon as 
they have completed their training. (8.75) 

136. Generally, the personnel departments in public undertakings 

have been placed under officers on deputation who are often not pro¬ 
fessionally qualified. The status accorded to the department also 
varies from undertaking to undertaking. Personnel administration 
should be recognized as a staff function of the highest importance, 
and the department dealing with it should be equipped with the 
necessary expertise in industrial engineering, labour relations, man¬ 
power planning, etc, and attached directly to the chief executive of 
the undertaking. (8.77 and 8.78) 

3. Industrial Relations 

137. The special responsibility of the management in the public 
:sector with r^ard to labour matters should be clearly spelt out by 
the Government. It may perhaps be possible tor the National Com¬ 
mission on Labour to define these i^pecial responsibilities. (8.80) 

138. It is most important for the management to have and to show 

a lively interest in the welfare of the employees. The promotion and 
training policies of public undertakings should be so devised as to 
convince the workers of the interest that management has in deve¬ 
loping their skills and qualifications and improving their prospects 
and standard of living. The ‘model employer* concept should not be 
interpreted, particularly by the officers of the Gk>vemment Labour 
Department, to mean that management is bound to accept any de¬ 
mand thkt any organization of workers may put forth. Nor should 
the ‘model employer* approach be construed to mean that supervis¬ 
ing officers would be expected to condone or be lenient to laziness, 
indifferent work or acts of Indiscipline. (8.81) 

139. It is regrettable that deficiencies in the fulfilment of statutory 
obligations imposed on the management by labour laws are Cimtinu- 
ing despite the fact that Government have circulated model standing 
orders and grievance procedure for the guidance of the management. 

(8.82) 

140. Managements of the public undertakings should take steps to 
have their personnel managers trained in industrial relations and 
labour management and to strengthen their personnel departments 
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in this respect. An officer who is professionally qualified or equipped 
with sufficient experience in labour management should be available 
at a senior position in the personnel department. The labour officer 
should have direct approach to the chief executive in case he felt 
that his advice was being unjustifiably disregarded by any line 
authority. 

141. Officers entrusted with labour relations should not shoulder 
any direct responsibility in matters like recruitment, promotions and 
disciplinary action against workers. As a rule, a separate section 
should be established exclusively for labour relations within the 
personnel departments of public undertakings. In the larger under¬ 
takings, a separate department should be organized solely for labour 
relations. 

142. The Ministry of Labour and Employment, which maintains 

a centrai pool of labour officers, should, in cooperation with the 
Ministries concerned, survey the anticipated requirements of under¬ 
takings, with a view to providing experienced men in larger numbers 
to the public undertakings and facilitating permanent absorption of 
experienced and qualified pool officers in the service of the under¬ 
takings. The Bureau can maintain a list of suitable labour officers to 
facilitate both their permanent absorption in the service of the un¬ 
dertakings as welt as inter-undertaking transfers of these officers 
in suitable cases. Once a pool officer is deputed to an undertaking, 
the Ministry of Labour and Employment should not call for any 
direct reports from that officer. (8.86) 

143. A fair degree of unanimity has already been reached on the 

conclusion that ‘gherao’ is not a rightful or a legitimate weapon in 
the armoury of the trade union Agreements between labour and 
management should be arrived at through collective bargaining and 
voluntary agreement. The public enterprises represent social pro¬ 
perty and the managements act as the agents of the State charged 
with the management of this social property in the collective interest. 
Therefore, ‘gheraos' in the public sector are particularly incongruous 
and injurious. While taking the necessary measures to ensure that 
the just grievances of labour are satisfactorily redressed and the 
awards of labour tribunals, wage boards, etc, expeditiously imple¬ 
mented by the management, the Central and the State Governments 
should take immediate and effective steps to ch^k the spread of 
‘gheraos' in all the industrial units, whether in the public or the 
private sector. (8.89) 
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144. While it may not be a practicable proposition to provide for 

xompulsor^' recognition of trade unions unless the employers and 
the labour organizations are agreeable to, it, it is important to devise 
a suitable machinery which will enable management to decide bet- 
wem the conflicting claims put forth by rival unions. The proce¬ 
dures for the veriflcation of union memberships should be stream¬ 
lined and made more effective. (8.92) 

145. The difflculty that trade onion offlcials experience in collect¬ 

ing union dues should be viewed sympathetically by the manage- 
nients^ We hope ttiat tite NMieual Commission cm Labour may exa¬ 
mine the relative merits of systems like the *che(A-off system’ 
(under which union; dues are ooliecM by making dedootieiis from 
the wages) and others that have been adopted in other countries, and 
recommend practical steps. (8-93) 

"146. There are advantages in applying uniform labour lavrs on 
all the establishments of the same public enterprise. For considera¬ 
tions set out in paragraphs 8.94 and 8.95, it would be advantageous 
to bring certain categmles of heavy industries (indicated in para- 
graidi 8.95) witiiln the Central sphere for matters relating to the 
settlement of industrial disputes. 

147. The attainment of higher morale, discipline and improved 
incentives largely depends on facilitating and developing communica¬ 
tion within the enterprise- Communication does not merely consist 
of making available more factual information about the industry but 
includes certain positive aspects. Foremost is the need to instil 
In the woikers a sense of partnership and pride in the public enter¬ 
prise and a sense of responsibility for its eCBciency and well-being. 
It is also necessary to make the workers of public undertakings 
aware of the major problems that the country and industry are facing. 
This can be achieved by promoting greater understanding through 
an effective programme of education and training. (8.98 and 8-99) 

148. Managements should take Works Committee meetings as 

opportunities to inform the workers of their plans and difBcnlties 
an'd to explain the reasons for the changes being initiated. Due pub¬ 
licity should be given to the proceedings of the Works Committee so 
that the workers’ representatives may feel more interested and res- 
lM>nslble for what emerges from the discussion. (8.100) 

149. There are considerable variations in the expenditure Incurred 
•on various items of workers’ welfare in different undertakings. It is 
not possltde to lay down any rigid financial limits in this regard. 
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However, Government should have the question examined by a com¬ 
mittee consisting of the representatives of a few selected public 
undertakings and the Ministries concerned to work out guide-lines 
and norms for ensuring a certain degree of uniformity. (8.103) 

150. The association of workers in the management of enterprises 
can be an important means for maximising cooperation between the 
workers and managements. However, it is necessary to examine the 
extent to which workers’ association can be secured in the conditions 
that exist in our country. Public enterprises should take the lead 
in setting up joint consultative machinery and in working the joint 
management councils in proper spirit and perspective. 

(8.104 and 8.107> 

IX. Financial and Materials Management 
1. Financial Management 

151. The budget should not be looked upon merely as an instru¬ 

ment that provides the basis for obtaining funds or as an instrument 
of control over those who are authorized to spend. It should be 
viewed as a plan and a programme of action—an integral part of the 
management dynamics which enables the members of an enterprise 
responsible for the use of resources, to project their ideas into the 
future and concurrently to look back and review the actual perfor¬ 
mance as compared with promise and intentions. (9-6) 

152. A comprehensive budget for the industrial and commercial 

enterprises should also use non-financial units, wherever desirable, 
and embrace the entire organization to cover inter alia the range of 
budgeting activities enumerated in paragraph 9.8. (9.8) ^ 

153. The preparation of the revnue budget should be taken as an. 

opportunity to make a comprehensive and forward-looking review 
of plans and standards- It is a two-way process, the submission 
upwards of estimates for different units, and the transmission down¬ 
wards of provisions decided upon at higher levels. The work of 
budget preparation should begin sufliciently in advance to enable 
every part of the enterprise to be associated in the preparation of 
estimates and to have their own separate budgets within the overall 
budget of the enterprise. (9.11) 

154. The comparison of actual figures of performance with those 

estimated in the budget should be carried out periodically during the 
currency of the budget as well as af ter closing of the accounts as 
indicated briefly in paragraphs 9.14 and 9.15. (9.14 and 9.15) 
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155. All management levels required to submit reports and returns 
should themselves be encouraged to analyse and make use of the 
data with the assistance that the tmance and accounts organization 
can provide. Periodical comparisons of results with the budget esti¬ 
mates are essential to keep the estimates up-to-date both for pur¬ 
poses of policy formulation and for keeping a regular check on per¬ 
formance. Investigation into the deviations from the results origi¬ 
nally estimated, generally referred to as the technique of ‘reporting 
by exception’ or ‘control by exception’, enables effective and speedy 
control to be exercised over subordinates, where necessary. (9.16) 

156. The capital expenditure budget also involves the same two¬ 

fold process as the revenue budget. Every public enterprise should 
have a fairly long-term capital expenditure budget to serve as a^ 
framework wihin which individual schemes can be planned, approv¬ 
ed by the Government and taken in hand. (9.18) 

157. Model budgetary forms, like the standard form introduced 

for estimates of capital outlays on townships, should be worked out 
In respect of other common items of the capital expenditure pro¬ 
gramme and circulated to the public enterprises for information and 
use. (9.19). 

*158. As in the United Kingdom, Government should each year 
discuss with the undertaking and approve the general lines of its 
plans for development and capital expenditure for the next five years, 
agreeing to appropriate long-term commitments as well, to enable 
the enterprises to undertake long-term capital planning on a realistic 
basis. The controls needed to keep public sector investment gene¬ 
rally within the Government’s resources can always be prescribed. 

(9.20) 

159. The cash budget and the preparation of periodical budget 

comparison statements and cash flow statements should be treated as 
an Integral part of the budgetary process. This is necessary to make 
payments as they fall due without Incurring the unnecessary liability 
of accumulatd cash balances lying idle. (9-22 and 9.23) 

160. Each public enterprise should be asked to compile a compre¬ 
hensive budget manual to cover the items detailed in paragraph 9.24. 
The Bureau should initiate action in cooperation with the Ministries 
concerned and with the assistance of outside experts, wherever neces- 
sary, and provide effective consultancy assistance to enable the enter¬ 
prises to compile a budget manual suited to their needs. (9.24) 
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161. Improvement in budgetary and financial control should be 
accompanied by a greater delegation of authority as well as a reduc¬ 
tion in the number of cases requiring prior financial concurrence. 
This can be achieved by increasing the financial powers of managers, 
purchase officers, etc, and providing for inter-branch standing com¬ 
mittees for such purposes as the review of tenders, the purchase of 
equipment and stores etc. The views and advice of the finance branch 
should, be available to the line authority in these committees, but the 
need for prior concurrence should be dispensed with. (9.26) 

162. There is a good deal of misunderstanding in various quarters 

about the nature, scope and performance of internal audit in relation 
to the public enterprises. In the public enterprises, internal audit 
should be viewed as a service provided to the management organiza¬ 
tion, intended only to serve certain management needs. The role of 
the internal audit organization in the public enterprises should be 
as defined in paragraphs 9.28 and 9.29. (9.28 and 9.29) 

163. The principal tasks of internal audit should be as set out in 

paragraphs 9.30 and 9.31. (9.30 and 9.31) 

164. The internal audit organization should be effectively organiz¬ 

ed in every public enterprise. Besides promoting greater efficiency, 
this will also help in reducing the scope and intensity of external 
audit. The Bureau should provide consultancy assistance to the 
undertakings to enable them to set up adequate finance and accounts 
organization including internal audit on the right lines. (9(33) 

165. It is of the utmost importance that the Financial Adviser 
(FA) of an enterprise should deem himself to be an integral part of 
the management team and not look upon himself as an outsider 
representing the financial interests of the Government. (9.34) 

166. The role of the FA should be that of the principal adviser 

to the chief executive in all financial matters. The FAs should be 
encouraged to place greater emphasis on the management accounting 
aspect of their working rather than on maintenance accounting or 
insistence on checks, scrutiny and approval of proposals coming from 
different departments. (9.34 and 9.35) 

2. Materials Mianagement 

167. The sheer size and value of the inventwy holdings of public 
enterprises indicate that it is essential to subject them to strict tech¬ 
nical scrutiny. Even a marginal reduction brought about in the hold- 
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ings will more than repay the cost and effort of such an mvestigation. 
It is equally in^ortant to review procedures both in the public 
undertakings and thie controlling Ministries to reduce the administra¬ 
tive lead-time for obtaining materials which forces managemmits to 
maintain higher stock levels. (9.43) 

168. The more common defects in materials management w 

reported to be as recounted in paragraph 9.45. ' (9.45) 

169. As a first step, materials management should be accorded due 

recognition at the top level where a Central Control Section should 
be set up for materials plahhing and for securing the introduction of 
modem techniques of materials management. (9.48) 

170. A comprehensive materials management niMual should be 

drawn up to give concrete shape to the relevant scientific concha 
and to outline the prescribed procedures to help disseminate inform?. - 
tion to all relevant levels and the general adoption of improved 
techniques. (9.^) 

171. Every simplification of the procedures that helps to shorten 

the administrative lead-time will tend to reduce the stock holdings 
and the safety stock levels and thus, release a proportion of the capi¬ 
tal tied up in inventory. For simplifying the operating procedures 
witlffn the undertaking the steps indicated in paragraph 9.52 should 
be taken. (9.51 and 9.52) 

172. ft is necessary to be conservative in estimating the require¬ 

ments of items required during the construction phase like earth- 
moving equipment, vehicles, common tools, safety materials like 
goggles and boots etc, and not base the estimates on-too optimistic 
a time-schedule of construction. Each project under constractkm 
should have a central planning group for materials under the chief 
engineer in charge of construction for planning the total require¬ 
ments and phasing their procurement (9.54 and 9.55) 

173. The recommendations made by the foreign collaborators on 

the provision of adequate spares should be subjected to a thorough 
scrutiny and examined in comparison with the position prevailing in 
similar plants abroad, including the foreign collaborators own plants, 
to ensure that a new project was not being saddled with unduly 
heavy stocks of slow-moving items. (9.56) 

109 H.A.—21 and 22. 



174. A nittleitt cell coiasistiiif of technical experts as #ell as ttiate- 

rials management Aperts should be formed In each project, especially 
in' these with sdbstantial dependence on imported items to systemati¬ 
cally Identify and catalo^e the spares and obtain their manufactur¬ 
ing: drawings and specificatioiis as a first step towards establishing 
their indigenous manufacture. For items required non-repetitively 
and in small quantities, projects should not delay in creating their 
own woticshop facilities. (9-57) 

175. Government should evolve effective inspection arrangements 

to exercise sufficient check on the indigenous manufacturers and the 
quality of their products so that these manufacturers do not enjoy too 
monopolistic or commanding a position in relation to the purchasing 
public enterprises under the shelter of Government’s understandable 
desire to promote import substitution. A uniform policy of price 
preference should be formulated by the Government to serve as guide¬ 
lines for the phblic enterprises, indigenous manufacturers and the 
DGTD. (9.58) 

176. The recommendations made by the Mathur Committee for 
facilitating imports by the public enterprises, and accepted by the 
Government, should be effectively implemented as soon as possible. 
The steps outlined in paragraph 9.62 need to be taken in particular. 

(9.62) 

177. Training in materials management should be given greater 

importance and the efforts should be to have fully trained staff In 
the materials management organization. It will be advantageous to 
impart short-term training to the personnel of other departments as 
weil, since the management of materials is an integrated programme 
requiring the cooperative action of all the concerned branches. Ade¬ 
quate permanent facilities should be created to provide both long¬ 
term specialised traihing as well as short-term training courses in 
materials management. (9.641 

X. Financial Matters and Pricing 
1. Financial Matters 

178- It does not seem appropriate to prescribe a single, common 
loan-equity ratio 1:1 for all public enterprises Irrespective of their 
size and productive function. A distinction should be made between 
capital intensive enterprises and trading concerns. The whole ques¬ 
tion of equity-loan ratio should be re-examined and a proper capital 
structure worked out for different categories of public enterprises. 

(10.3) 
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lit. The MdMhif f weei ne ee fbr tel«iuhk|r fuids t6 the pobUe 
■ttflilrtliHB liwold be llWltlWni le t—wie ihmt worit is not held 
vp ithlle pre j eet s mdt ier sh eUMMie tHHPctttChij of alresdy bod- 
jeted amowts- It ihenij be pMdbIb fer the e dn i inls tn i tt v e bfhdstry, 
•e alee the Ministry tl Fhnne, to fftwtise po^wfthdrawsi sehitliiy 
ef the manner in wbieli tahli Mtoi tMn rHedi i ed ehd ntillxed by the 
peMk Mdertoktots. 

IM. no smauU o( cap^ ffiliihtad 1^ the puhUe cntoqMahi Is 
ngpA too larfe to be raised In the open market without the seplpaft 
'ot a Government rnarantee or the Reserve Bank of India. Such 
nnftoirantoed borrewiaf UcUy ea#Mal totensive prdjeets that 
osiiaUj have lonf pctleda of fertetton is not a teaUstle p wi i to ltt s h 
at the iH«semt mameat. The.ereetiee of a separate llnaiidnf instito- 
tioB for the puhUe sector will, at this stofC. be umtoeessary aai 
premature. (IM ant lt.f) 

181. The current policy of the Government that for worktof eapi> 
tal requirements puldic enterprises should normally obtain funds from 
the banks without dependlnf on the Government or a Government 
.fuarantee, is sound. But, in certain cases, pubUc undertakings atifht 
be unable to secure funds in this manner, particularly in the initial 
stages. Government should be willing to provide the necessMy 
gmarantee and to consider the request of public undertakings even 
for working capital raqalremcnts in case the latter are unable to 
obtain funds from the bank& (18.18) 

*188. Public enterprises should be autbortied to deal with any 

scheduled bank that has deposits above a certain limit. Public enter¬ 
prises should be free to have cash credit arrangements with snch 
banks fw* meeting their working capital requirements, with the ena- 
dition that information abodt such arrangements should be furnished 
to the Government (18.11) 

*183. A public undertaking, whether it is a Government company 
or a statutory corporation, should not be required to submit its reve¬ 
nue budget to Government or Parliament for prior approval iinlem 
it is a deficit budget and the Gk)vemment is expected to make up the 
deficit. (10.12) 

*184. It b now 11 years since the last Industrial Policy Rcsolntton 
was formulated and during thb period undertakings have been set 
up in all the areas reserved or designated for public enterprises Ih 
Schedule A to the Resolution. The time has now come for a mote 
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specific and clear statem^t in which CioTemmcnt las^s down the 
principles that should guide the creation of variens reserves, the 
extent to which enterprises should undertake the responsibilities of 
self-financing, the anticipated returns on the capital employed, and 
the basis for woridng out rational wage structures and pricing; 
policies- There should be regular consultation between the Govem- 
mmt and the public enterprises to review the extent to which under¬ 
takings can expect additional finance for their capital requirements- 
and the amount of surpluses that can be expected from the 
undertakings. (10.18) 

*186. It appears that the accruals anticipated to Government on 
the capital invested are determined more or less ad hoc, and in man 3 r 
cases the anticipations go off the mark. Broad principles should be 
laid down for determining the division of profits (after depreciation) 
into retained profits and the dividend to be paid to the Government. 
The extent of retained profits should be determined by the obliga- 
tions that the enterprise has for self-financing for future expansion. 

( 10 . 22 ) 

186. There is considerable scope for reducing expenditure on town¬ 
ships by adopting uniform and more economical standards. Despite 
these economies, however, most public undertakings will have to 
incur substancial expenditure on providing housing and other facili¬ 
ties to their staff and workers. This financial burden on the public 
enterprises should be kept in mind while evaluating their perform¬ 
ance. (10.28 and 10.29) 

*187. It should not be necessary for the Central CU>vemment to< 
route funds for subsidizing housing schemes for their industrial work¬ 
ers through the State Governments. The very introduction of the 
Subsidized Housing Scheme shows that Government agree, in prin¬ 
ciple, to subsidize upto 25 per cent of the cost of houses for industrial 
workers drawing salaries below a certain level. Considering the fact 
that the capital for construction of townships is, in any case, provided 
by the Government, the provision of the subsidy can be made at the 
very start. While approving the part of the project report relating 
to the construction of houses for industrial workers. Government 
should determine the subsidy that is admissible in accordance with 
the conditions prescribed in the Subsidized Housing Scheme and 
tteat that amount as subsidy and not as capital investment made br 
the Government. (10.31) 
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2. Pricing’ 

188. Generally, all enterprises, with the exception of those work* 

gng under a system of administered prices, have formulated th^ 
3 >rlce policy with a view to covering costs and maldwg a surplus on the 
Jbasis of whatever assumptions they had their obligations shice 
4mly general indications have been given about the rate of return 
expected from the enterprises. It will not be a healthy devdtopment 
Jf public enterprises working under monopoly or neaivmtmopoly 
•conditions attempt to increase surpluses more by increasing prices, 
and less by reducing costs and ensuring fuller utilization their 
capacity. (10.38) 

189. Self-financing for expansion should be taken as a specific 

obligation of our public enterprises in the industrial and manufactur¬ 
ing field. Public enteritises should provide addition^ resources to 
ihe State in a developing country where the rate of re-investment in 
.development programmes by the Government is higher than that by 
individuals. There might be instances where larger social considera- 
rims require a public enterprise to deliberately forgo earning of 
profits. Even in such cases the minimum to be aimed at should 
ordinarily be that the entoprise is able to pay its own way, i.e., 
break even after providing for depreciation charges calculated on a 
realistic basis. (10.41)' 

190. While formulating the pricing policies of units in the public 

-sector, the principles outlined In paragtaph 10.42 should be kept in 
wiew. (10.42) 

191. If Government require a public undertaking to keep prices 

-at an artificially low level, the financial obligations of that undertak¬ 
ing should be revised. If an undertaking has to pursue an unprint¬ 
able course of action under Government dbecUons then the Govern¬ 
ment should either subsidize it or the enterprise should be entitled 
.to ask for a downward revision of its financial obligations. (10.43) 

192. Wherever public undertakings are operating under mm- 
-competitive conditions and whm the number of buyers of the pro¬ 
ducts is limited, the price levels should be determined on the basis 
-of the c.li. value of similar items in preference to the cost plus 
formula. However, the ability to produce goods at costs matching 
the cXf• ^4ce of similar goods will differ from undertaking to under- 
iaUng. Therefore, a detailed examlnati<m of the cost stiuctnre of 
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the products of the nndertakiiM>s concerned should be undertaken to> 
determine the levels of permissible deviatioiu. FQr this purpose,. 
Government can utilize the machinery of the tariff Comipisfdon or 
the Cost Accounts Oi-^^anization of the Ministry of Finance. (10.46>' 

193. It not be advisable to set up a statutory body fm: settling 
hiter-undertaking di^tes over prices because of the lengthy proce¬ 
dures and the delay that the procedures of such a body will entail. 
A more practical sedation lies in streamlining the pTistlng ad hoc- 
processes through which disputes are being resolved. High-powered 
standing cemimittees consisting of the representatives of the public 
undertakings and the concerned administrative Ministries should be- 
designated and standard procedures laid down for cutting out delays, 
in deciding matters under disputes. It would be helpful if the Chief 
Economic Advi^r or Ms nominee is also included in this committee 
so that he might be able to provide objective, expert advice to the 
emnmittee. (10.50) 

*194. Where the agenda involved in a dispute over prices are 
under different governments, it might not always be possible to settle 
disputes without decisions from a statutory body. Is such cases, the 
agency and expertise of the Tariff Commisshm may be ntJHmd or a: 
special administrative tribunal set up, with the statutory authority 
necessary to ensure that its decisions are binding on the undertakings, 
concerned. (10.51)' 

XI. Audit 

195. The main points of criticism of the existingr system of audit 

are recounted in paragraph 11.4. (11.4)« 

196. It is necessary to reduce the existing multiplicity of audit: 

arrangements as well as bring about a necessary^ reorientation in the* 
attitude of Government auditors to conform to the special require¬ 
ments of the public enterprises. A full consideration of the possible 
alternatives reveals that it is not possible to effect these improve¬ 
ments without a radical change in the existing system. From a study 
of the parallel position obtaining in other countries it appears that 
tiiere are a number of advantages in adopting the system of audit 
prevailing in France with certain suitable modifications. 

(11.16 and 11.20) 

*197. The work that is at present being done by the Diiactorate 
of Commercial Audit should be divided amongst 4 or 5 ai^ boar^ 
each audit board dealing with a particular major area of enterprise; 



Uke iron and ste«), •Ofii^eerlng, chemicals, trade and commerce, and 
transport etc. Each of tlMse bpfu^ sboald have 5 members Inelnd- 
i|»«3 senior audit ofBcers ^ eominaa parmaoent members. Fm* ttda 
purpose, an Additional Deputy CdtAO sboald be designated t|ie oo«a- 
mon chairman of t|iese beards; the ether two conunen pemumeid 
members should be of the rank pf Acconntant General. This ntay 
require an additional post of Accoqatant General which will be 
required in any case with the expansion of the public sector. Hie 
two part-time members of each board should be appointed by the 
IMQnister responsible for the development of that particular industry; 
they need not be serving oflkials of the Ministry but may be selected 
from amongst very senior persons experienced in the work of pnbUc 
enterprises or from among experts in commercial or financial matters. 
It would be advantagi^ns if one of the two part-time members has 
occupied senior managerial posts in the public enterprises. (11.21) 

198. The existing departmental set-up of tbe Directmate of Com¬ 
mercial Audit should be utilized for providing the secretariat and in¬ 
vestigating staff to the audit boards. Tbe administrative control over 
staff and the reqwnsibility for running the organization can be vest¬ 
ed in tbe three permanent members- It will be necessary to provide 
reorientation and training to Utp existing staff and to recruit oevtafai 
Specialists and experts like statisticians, economists and cost and 
chartered accountants. If an or^nizati<m is to undertake the task 
of elDciency-cum-proprlety audit it is essential that its staff should 
at lease resemble in expertise and specialisation the management 
organization of the enterprises coueemed. (11.22) 

*199. Reports relating to individual undertakings sboald be dis- 
cnssed in the audit board in the presence of Die r^esentatlves of 
the ministry cimoemed and the pnbUc enterprise under examina- 
tion. These reports should not be treated as confidenDsl bat should 
be presented throngh the oontrolling hfinistry to Farliament (11J33) 

200. A large portion of the woik, mainly relating to regularity 
audit may be got done by the audit boards through the professional 
amditors. The work assigned to the pnffeKional auditors should be 
clearly defined and distinguished from that done by the audit 
boards’ own staff. For each undertaking, or class of nndcrtakings, 
cemMacd audit parties oopgwriaing the staff of the audit heaiDs as 
well as iwofessional an dit e r s sboald be f<h»icd fer can^lm; 
tbeir tarir eonouiTenDy and cfdloctively. This will effectively mlpl- 
ildae the chances of d uf We a iiop. <U^) 
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201. The scope of the work that the audit boards are expected to 

do will have to be clearly defined. The audit boards can be really 
beneficial to the undertakings only when they function more for 
the constructive purpose of suggesting improvements than for 
focussing attention on the errors and deficiencies of management. 
The audit boards will have to guard themselves against the tempta¬ 
tion to prefer their own judgment to that of the management boards. 
Within this framework, an investigation by a body of person having 
professional competence in audit work in cooperation with experts 
frmn outside will not only indicate the true financial status and 
prospects of an enterprise but will also inform management of the 
areas of possible improvement. (11.27) 

Xn. Appraisal of Performance 

202. To make a fair assessment of the working of the public enter¬ 

prise, it is important to draw a clear line of demarcation between 
the re^nsibilitles of the management and the Ciovemment. Gov¬ 
ernment exercise a range of controls over a public enterprise and the 
management has to function within the framework of these controls. 
It will, thus, be fair to judge the performance of the management in 
the light of these constraints on its actions. (12.2) 

203. The performance of a public enterprise should be evaluated 

in the terms of the success achieved by management in the spheres 
and in the order indicated in para 12.4. (12.4) 

204. The setting up of a sophisticated investigatory apparatus, 

within and outside the public enterprises, for a comprehensive and 
systematic measurement of efficiency may not be a practicable pro¬ 
position in the immediate future. However, it is a necessary and 
desirable objective for which preparatory steps should be taken to 
build up an organization of trained personnel. To begin with, simple 
and rough-and-ready yardsticks should be evolved and standardized, 
and the public enterprises should be required to report their per¬ 
formance on the basfis of such a standard pattern that will be of use 
to themselves as well as to outside agencies. (12.10) 

205. It is essential for the proper functioning of any enterprise 
tiiat the management itself is primarily responsible for measuring 
the efficiency of its operations. Each undertaking must have an ade¬ 
quate apparatus for regularly exercising efflciency-controL The 
principal elements of such an efficiency-crmtrol system, broadly 
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speaking, consist of performance budgeting, cost accounting, work 
study, materials management and ma^et research. (12.12) 

*206. At present, there is no espert external organization for 
carrying out systematic appraisal. The arrangement under which 
inspection teams are to be set up by the ad m i n istrative Ministries 
in consultation with the Ministry of Finance fo conduct periodical 
inspections is not the best method for evaluating managerial 
efficiency. The need is for a standing expert organization which 
can gain continuing experience of this type of woiii and which can 
take up the work of appraisal periodically and not in an od hoc 
manner. The task of undertaking periodic and systematic appraisals 
-of managerial performance should be entrusted to the proposed 
Audit Boards. The inspecting officials of the Ministry can be asso¬ 
ciated with the investigate party of the Audit Board. 

(12.14 and 12.15) 

207. For this work, the Audit Boards would have to augment the 
expertise of the auditors with the assistance ot economists, manage¬ 
ment engineers, statisticians, etc, and also those who have had the 
experience of working in public enterprises. In fact, the experienced 
persmmel of the enterprises can put in a useful term of service on 
the staff of the Audit Boards on terms of deputation. (12.16) 

' 2 O 8 . The Audit Boards will have to act at all times with the due 
aelf-restraint and full understanding of their own limitations, aware 
that their task is only to evaluate managerial performance and 
:advise the Government and the managements of the public miter- 
-prises and not to attempt to lay down management policy for the 
-enterprises or the Government. (12.16) 

209. The problem of appraisal is the problem of laying down 
suitable standards of performance and of evolving indicative yard- 
^cks to assess how actual performance compares with what was 
estimated. For a proper appraisal, it is essential that Government 
make a general statement of policy on the financial and other obll- 
gatiims of the various public enterprises. This is as necesssary to 
^(Mmnlate the financial framework for each enterprise as it is to 
:prevent unfair criticism of the enterprises in the public sector. 
_ (1»17) 

*lteconimendations of basic character havep>een marked with an asterisk. 



ANNEXURE I 
(yide Para 2-4) 


PUBLIC UNDERTAKINGS OF THE CENTRAL AND THE STATE GOVERN¬ 
MENTS AS AT THE END OP THE THIRD PLAN PERIOD 

l.—List of Central Government Urderiakings 


SI 

No. 


Total 

Undertaking investment Administrative 

as on Ministry concemedi 
31-3-66 


(Rs. in crores) 

A. INDUSTRIAL UNDERTAKINGS 
(0 Iron and Steel 


I. 

Bokaro Steel Ltd. 

20-95 

Steel, Mines and-. 




Metals. 

2 . 

Hindustan Steel Ltd. ..... 

960-10 

Do. 


(it) Engineering and Mining 



3. 

Bharat Earth Movers Ltd. 

6-81 

Defence. 

4. 

Bharat Electronics Ltd. 

8-61 

Do. 

5 - 

Garden Reach Workshops Ltd. . • 

2-00 

Do. 

6. 

Hindustan Aeronautics Ltd. 

39.70 

Do. 

7. 

Hindustan Shipyard Ltd. . 

6*09 

Transport and Ship— 


pmg. 

3-07 Defence. 

2-99 Do. 

62'58 Industrial Develop¬ 
ment and Company- 
Affairs. 


II. Heavy Electricals (India) Ltd. . 

, 84-02 

Do. 

12. Heavy Engineering Corporation Ltd. 

. 142-42 

Do. 

13. Hindustan Cables'Ltd. 

3-85 

Do. 

14. Hindustan Machine Tools Ltd. . 

23-87 

Do. 

15. Instrumentation Ltd. 

2-74 

Do. 


8. Mazagon Dock Ltd. . 

9. Praga Tools Ltd. 

10. Bharat Heavy Electricals Ltd. 
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Total Administtative 

SI. ' Undfltttking invcsttnent Ministry concen ed 

No. as on 

31-3-66 


(Rs. in'ctores) 

16. Mining and Allied Machinery Corporation 

Ltd. ..34'50 Industrial Develop¬ 

ment and Com¬ 
pany A&lrs. 

17. National Instruments Ltd. . . . 2-27 Do. 

18. Triveni Structurals Ltd.0*10 Do. 

19. National Coal Development Corporation Ltd. 128-18 Steel, Mines acdi 

Metals. 

20. National Mineral Development Corporation 

Ltd..24 >49 Do. 

21. Neyveli Lignite Corporation Ltd. . . I44'56 Do. 

a. Bharat Aluminium Co. Ltd, . . . 0*34 Do. 

23. Hindustan Zinc Ltd. 1-38 Do. 

24. Hindustan Teleprinters Ltd. . . . 3*27 Deptt. of Com- 

municadons. 

25. Indian Telephone Industries Ltd. . . 8-02 Do. 


(»0 Petroleum and Chemicals and Processing 

26. Hindustan Photo Films Manufacturing Co. 

Ltd.. 9-50 Industrial Develop¬ 

ment and Com-- 
pany Affain. 

27. Hindustan Salts Ltd. 


Sambhar Salts Ltd. (SUB) . . . f79* Do. 

28. National Newsprint and Paper Mills Ltd. • S '28 Do. 

29. Cotdun Refineries Ltd.i8'07 Petroletnn and Che¬ 

micals. 

30. Fertilizer Corporation of India Ltd. ' . 104 00 Do. 

31. Fertilizers and Chemicals Travancore Ltd. . 18-42 Do. 

32. Hindustan Antil^otics Ltd. . . . 2-47 Do. 

33. Hindustan Insecticides Ltd. . . . 1-33 Do. 

34. Hindustan Organic Chemicals Ltd. . . 2'19 Petroleum and 

Chemical^. 

35. Indian Drugs and Pharmaceuticals Ltd. ^. 34*78 Do. 

36. Indian Oil Corporation Ltd. . . . 143*27 Do. 
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Undertaking 


Total Administrative 
inT^oaent Ministry concerned 
as on 
31-3-66 


37. Pyrites and Chemicals Development Com¬ 

pany Ltd. 

38. Madras Refineries Ltd. . . 


(Rs. in crores) 

I-Id Petroleum and Che¬ 
micals. 

0-58 Do. 


39. Indian Rare Earths Ltd. 


I *50 Deptt. of Atomic 
Energy. 


(tiu) Transporty Aviation and Shipping 


40. Air India (S) . . . 


35-84 Tourism and Civil 
Aviation. 


4X. Central Road Transport Corporation Ltd. 


42. Indian Airlines Corporation (S) . 


0-90 Transport and Ship¬ 
ping. 

31-18 Tourism and Civil 
Aviation. 


43. Mogul Line Ltd. 


44. Shipping Corporation of India Ltd. 


1-59 Transport and Ship¬ 
ping. 


B. COMMERCIAL AND TRADING INSTITUTIONS 


45. Minerals and Metals Trading Corporation of 
of India Ltd.. 


7-46 Commerce. 


46. State Trading Corporation of India Ltd. 
[Handicrafts and Handloom Export Cor¬ 
poration of India Ltd. (SUB).] 

47. Food Corporation of India (S) . . 


48. National Seeds Corporation Ltd. 
49. Central Fisheries Corporation Ltd. 


39-00 Food, Agriculture, 
Community Deve¬ 
lopment and Co¬ 
operation. 


50. Modem Bakeries Ltd.,' 

51. Cement Corporation of India Ltd. 


0.-47 Industrial Develop¬ 
ment and Com¬ 
pany ASairs. 
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Toul 

SI, Undertaking investment Administrative 

Ko. as on Ministry concerned 

31-3-66 


(Rs. in crorea) 

52. Hindustan Steel Works GxMtruction Ltd. . 0*05 Steel, Mines and’ 

Metals. 

53. National Projects Construction Corporation 

Ltd. 4'59 Irrigation and Power. 

54. Engineers India Ltd. . . . . 0*19 Petroleum and^^Che- 

micals. 

55. National Buildings Construction Corporation 

Ltd. 2-69 Works, Housing^andl 

Supply. 

56. Hindustan Housing Factory Ltd, . . 0*90 Do. 

37. Hindustan Latex Ltd. . • . . N.A. Health and Family 

Planning. 


C. PROMOTIONAL AND DEVELOPMENTAL UNDERTAKINGS 

58. National Research Development Corporation 

Ltd... . 0>68 Education. 

59. Central Warehousing Corporation (S) . 14-10 Food, A^culture, 

Community Deve¬ 
lopment and Co- 
operadon. 

60. National Industrial Development Corporation 

Ltd.. II'OS Industrial Develop¬ 

ment and Com¬ 
pany Affiurs. 

61. National Small Industries Corporation Ltd. . i4'09 Do. 


62. Rehabilitation Housing Corporation Ltd. . 0’06 Labour, Employment 

and Rehabihtation. 

63. Rehabilitation Industries Corporation Ltd. . 3-23 Do. 

64. Oil and Natural Gas Commision (S) . 133'34 Petroleum and Che¬ 

micals. 


D. HOTELS AND TOURISM 

65, India Tourism Development Corporation Ltd. 0'30** Tourism and Civil 

Aviation, 

66, Ashoka Hotels Ltd. . , . . . i’77 Works, Housing 

Supply. 

67, Janpath Hotels Ltd. 0-27 Do. 
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Undertaking 

Total Administrative 

investment Ministry concerned 
as on 

31-3-66 



(Rs. in crores) 


E. FINANCIAL INSTITUTIONS 

«8. 

Export Credit and Guarantee Corporation 

foottt Commerce. 

<9. 

Life Insurance Corporation of India (S) 

S‘00 Finance. 

70. 

Film Finance Corporation Ltd. . 

0-90 Information and 
Broadcasting. 


Grand Total 

Rs. 2415 crores 


•Figures as at the end of September, 1965. 

♦•Represents investments made in the India Tourbm Corporation, Hotel Corporation 
and India Tourism Transport Undertaking which have been merged into the new company. 

tttFigures as at the end of December, 1965. 

NA—Not available. 

S—Statutory Corporation. 

SUB —Subsidiary Government Company. 

All undertakings not marked with an ‘ S ’ are Government companies under the 
Companies Act. 



ih—State Govemmttiis Undertahngs 

SI. NtttK at Undertafting 

No. 

Andhra Praduh 

1. Anlhra Pradesh. State Warehousing Corporation, Hyderabad (S). 

2. Andhra Pradesh State Electricity Board, Hyderabad (S). 

3. Andhra Pradesh State Road Transport Corporation, Hyderabad (S). 

4. Andhra Pradesh Financial Corporation, Hyderabad (S). 

5. Andhra Pradesh Industrial Development Corporation Ltd., Hyderabad. 

6. Andhra Pradesh Mining Corporation, Ltd., Hyderabad. 

7. Andhra Pradesh Small Scale Industries Development Corporation Ltd. 

Hyderabad. 

8. Hyderabad Chemicals and Fertilizers Ltd., Hyderabad. 

9. Nizam Sugar Faaory Ltd. 

;3. Sinjarent Collieries Co. Ltd., Kottagudam. 

Assam 

1. Assam State Warehousing Corporation, Shillong (S). 

2. Assam State Electricity Board, Shillong (S). 
t. Assam Financial Corporation, Shillong (S). 

). Assam Gas Company Ltd., Shillong. 

Assam Government Construction Corporation" Ltd., Shillong. 

Assam Government Marketing Corporation Ltd., Gauhati. 

Assam Small Industries Development Corporation Ltd,, Gauhati. 

Assam Spun Silk Mills Ltd., Nowgong. 

Assam State Mineral Development Corporation Ltd., Shillong. 

■Assam Tanneries Ltd., Gauhati. 

Assam Cements Ltd., Shillong. 

\Him Mtjor Inltnrial Etterp.-ises Cjrporation Ltd., Shillong. 

287 



SI. 

No. 


Name of Undertaking 


Bihar 

1. Bihar State Warehousing Corporation, Patna (S). 

2. Bihar State Electricity Board, Patna (S). 

3. Bihar State Road Transport Corporation, Patna (S). 

4. Bihar State Financial Corporation, Patna (S). 

5. Bihar Mica Syndicate Ltd., Kodarma. 

6. Bihar State Industrial Development Corporation Ltd., Patna. 

7. Bihar State Small Industries Corporation Ltd., Patna. 

8. Bihar State Text Book Publishing Corporation Ltd., Patna. 

Gujarat 

1. Gujarat State Warehousing Corporation, Ahmedabad (S). 

2. Gujarat Electricity Board, Baroda (S). 

3. Gujarat State Road Transport Corporation, Ahmedabad (S). 

4. Gujarat State Financial Corporation, Ahmedabad (S). 

5. Bhavnagar Public Dairy Ltd., Bhavnagar. 

6. Gujarat Mineral Development Corporation' Ltd., Ahmedabad. 

7. Gujarat State Fertilizers Co. Ltd., Baroda. 

Kerala 

1. Kerala State Warehousing Corporation, Emakulam (S). 

2. Kerala State Electricity Board, Trivandrum (S). 

3. Kerala State Road Transport Corporation, Trivandrum' (S), 

4. Kerala Financial Corporation, Ernakulam (S). 

5. Kerala Ceramics Ltd., Kundara. 

6 . Forest Industries (Travancore) Ltd., Alwaye. 

7. Kerala Premo Pipe Factory Ltd., Trivandrum. 

8. Pallathra Bricks and Tiles Ltd., Thirunallore. 

9. Plantation Corporation of Kerala Ltd., Kottayam. 

10. Traco Cable Company Ltd., Ernakulam. 

11. Travancore Cochin Chemicals Ltd., Ernakulam. 

12. Travancore Plywood Industries Ltd., Quilon. 
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SI. Name of Undertaking 

No. 

Kerala —contd. 

13. Travancore Titanium Products Ltd., Trivandrum. 

14. Trivandrum Rubber Works Ltd., Trivandrum. 

13. Trivandrum Spinning Mills Ltd., Trivandrum. 

16. Kerala Soap & Oils Ltd., Calicut. 

17. Kerala State Industrial Development Corporation Ltd., Trivandrum. 

18. Kerala Small Industries Corporation Ltd., Trivandrum. 

19. Kerala Tourist and Handicrafts Corporation Ltd., Trivandrum, 
ao. Kerala Electrical and Allied Engineering Co. Ltd., Kundara. 

21. Kerala Spinners Ltd., 

Madras 

1. Madras State Warehousing Corporatfon, Madras (S). 

2. Madras State Electricity Board, Madras (S). 

3. Banana and Fruit Development Corporation Ltd., Madras. 

4. Madras Industrial Investment Corporation Ltd., Madras. 

5. Madras State Small Scale Industries Corporation Ltd., Madras. 

6. Madras State Industrial Development Corporation Ltd., Madras. 

Mysore 

1. Mysore State Warehousing Corporation, Bangalore (S). 

2. Mysore State Electricity Board, Bangalore (S). 

3. Mysore State Road Transport Corporation, Bangalore (S). 

4. Mysore State Financial Corporation, Bangalore (S). 

5. Bangalore Ex-Servicemen’s Transport Company Ltd., Bangalore. 

6. Hutti Gold Mines Company Ltd., Bangalore. 

7. Mahaboob Shahi Kulburga Mills Ltd., Gulbarga. 

8. Mysore Chrome Tanning Company Ltd., Bangalore. 

9. Mysore Fruit Products Ltd., Bangalore. 

10. Mysore Iron & Steel Ltd., Bhadravati. 

11. Mysore Lac and Paint Works Ltd., Mysore. 

12. Mysore Small Industries Corporation Ltd., Bangalore. 

13. Mysore State Handicrafts Development Corporation Ltd., Bangalore. 
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SI. 

No. 


Name of Undertduog 


Mysore—coTitd. 

14. Mysore State Industrial Investment and Development Corporation Ltd., 

Bangalore. 

15. Mysore Sugar Company Ltd., Bangalore. 

16. Radio & Electricals Manufacturing Company Ltd., Bangalore. 

17. N.G.E.F. Ltd., Bangalore. 

18. Mysore Sales International Ltd., Bangalore. 

19. Mysore Cosmetics, Bangalore. 

ao. Tungabhadra Steel Products Ltd., Tungabhadra Dam. 

Maharashtra 

1. Maharashtra State Warehousing Corporation, Poona (S). 

2. Maharashtra State Electricity Board, Bombay (S). 

3. Maharashtra State Road Transport Corporation, Bombay (S). 

'—.--4^— M a ha r asht ra-State Financial Corporation,- Dom li ay i ' (S)i -• 

5. Gondwana Paints & Minerals Ltd., Nagpur. 

6. Janjira Bank Ltd., Janjira. 

7. Maharashtra Small Scale Industries Development Corporation Ltd., Bombay. 

8. Maharashtra Agro-Industries Development Corporation Ltd., Bombay. 

9. Maharashtra State Farming Corporation Ltd., Bombay. 

10. Maharashtra State Industrial & Investment Corporation, Bombay. 

11. Provident Investment Co. Ltd., Bombay. 

Madhya Pradesh 

1. M.P. State Warehousing Corporation, Indore (S). 

2. M.P. State Electricity Board, Jabalpur (S). 

3. M.P. State Road Transport Corporation, Bhopal (S). 

4. M.P. Financial Corporation, Indore. 

5. Madhya Pradesh Laghu Udyog Nigam Ltd., Bhopal. 

6. Madhya Pradesh State Industries Corporation Ltd., Indore. 

7. Madhya Pradesh State Mining Corporation Ltd., Jabalpur. 

8. M.P. Audyogic Vikas Nigam Ltd., Bhopal. 





SI. 

No, 


Name of Undertaking 


Omsa 

1. Orissa State Warehousing Corporation, Bhubaneswar (S). 

2. Orissa State Electricity Board, Bhubaneswar (S). 

3. Orissa State Road Transport Corporation, Cuttack (S). 

4. Orissa State Financial Corporation, Cuttack (S). 

5. Balanga Iron Works Ltd., Balia. 

6. Chilka Cashew Manufacturing Co. Ltd., Balugaon. 

7. Cuttack Iron & Steel Products Ltd., Cuttack. 

8. Eastern Acquatic Products (India) Ltd., Cuttack. 

9. Gajapati Steel Industries Ltd., Parlakhemundi. 

10. Hansanath Ceramic Industries Ltd., Barabati. 

11. Industrial Development Corporation of Orissa Ltd., Bhubaneswar. 

12. Jagannath Chemical and Pharmaceutical Works Ltd., Cuttack. 

13. Kalinga Foundry Ltd., Cuttack. 

14. Kalinga Steel & Wire Products Ltd., Cuttack. 

15. Konark Processing Works Ltd., Cuttack. 

16. Madhusudan Chemical Industries Ltd., Cuttack. 

17. East Coast Salt and Chemical Industries Ltd., Bhubaneswar. 

18. Manufacture Electro Ltd., Cuttack. 

19. Myurbhanj Textiles Ltd., Myurbhanj. 

20. Modem Electronics Ltd., Cuttack. 

21. Modern Malleable Casting Company Ltd., Berhampur. 

22. Monorma Foundry Works, Rairangpur. 

23. Orissa Agrico Ltd., Cuttack. 

24. Orissa Board Mills Ltd., Cuttack. 

25. Orissa Boat Builders Ltd., Mandapara. 

26. Orissa Concrete Products Ltd., Bhubaneswar. 

27. Orissa Construction Corporation Ltd., Bhubaneswar. 

28. Orissa Electricals Manufacturers Ltd., Cuttack. 

29. Orissa Fisheries Development Corporation Ltd., Cuttack. 

30. Orissa Forest Corporation I.td., Cuttack. 



SI. 

No. 


Name of Undertaking 


Orissa —contd. 

tr. Orissa Foundry Co. Ltd., Berhampur. 

:',2. Orissa Instruments Ltd., Cuttack. 

33. Orissa Mining Corporation Ltd., Bliubaneswar. 

34. Orissa Road Transport Company Ltd., Berhampur. 

35. Orissa Small Industries Corporation Ltd., Cuttack. 

36. Orissa Sports Manufacturers & Fabricators Ltd., Cuttack. 

37. Orissa Tiles Ltd., Cuttack. 

38. Orissa State Commercial Transport Corporation Ltd., Cuttack. 

39. Orissa Timber Products Ltd., Rourkela. 

^o. Orissa Trunk and Enamel Works Ltd., Cuttack. 

41. Orissa Wood Products Ltd., Cuttack. 

42. Premier Bolts & Nuts Company Ltd., Cuttack. 

43. Rourkela Fabrications Ltd., Rourkela. 

44. Spark Battery Manufacturing Works Ltd., Cuttack. 

45. Utkal Foundry & Engineering Company Ltd., Samalpur. 

46. Utkal Fruit Products Lid., Meramendali. 

47. Utkal Metal Products Ltd., Berhampur. 

Punjab" 

1. Punjab State Warehousing Corporation, Chandigarh (S). 

2. Punjab State Electricity Board, Patiala (S). 

3. Pepsu Road Transport Corporation, Patiala (S). 

4. Punjab Fmancial Corporation, Chandigarh (S). 

5. Land Development and Seeds Corporation Ltd., Chandigarh. 

6. Punjab Steel & Alloy Castings Ltd., Chandigarh. 

7. Punjab Export Corporation Ltd., Chandigarh. 

8. Punjab Poultry Corporation Ltd., Chandigarh. 

9. Punjab State Small Industries Corporation Ltd., Chandigarh. 

10. Punjab Dairy Development Corporation, Chandigarh. 

11. Punjab State Industrial Development Corporation Ltd., Chandigarh. 

12. Punjab State Irons Ltd., Chandigarh. 

13. Punjab Agro. Industrial Corporation Ltd., Chandigarh. 


♦As before the division of the erstwhile State. 



SI. 

No. 


Name of Undertaking 


Rajasthan 

1. Rajasthan State Warehousing Corporation, Jaipur (S). 

2. Rajasthan State Electricity Board, Jaipur (S). 

3. Rajasthan State Road Transport Corporation, Jaipur (S). 

4. Rajasthan Financial Corporation, Jaipur (S). 

5. Ganganagar Sugar Mills Ltd., Jaipur, 

6. Hi-tech Precision Glass Ltd., Dholpur. 

7. Rajasthan Small Industries Corporation Ltd., Jaipur. 

8. Rajasthan State Hotels Corporation Ltd., Jaipur. 

Uttar Pradesh 

1. U.P. State Warehousing Corporation, Lucknow (S). 

2. I'.P. State Electricity Board, Lucknow (S). 

3. U.P. Financial Corporation, Kanpur (S). 

4. Indian Bobbin Company Ltd., Bareilly. 

5. Indian Turpentine and Rosin Co. Ltd., Bareilly. 

6. U.P. Export Corporation, Kanpur. 

7. U.P. State Industrial Corporation Ltd., Kanpur. 

8V Uttar Pradesh Small Industries Corporation Ltd., Kanpur. 

9. Mohammadabad People’s Tannery Ltd., Farrukhabad. 

West Bengal 

1. West Bengal State Warehousing Corporation, Calcutta (.S). 

2. West Bengal State Electricity Board, Calcutta (S). 

3. Calcutta State Transport Corporation, Calcutta (S). 

4. North Bengal State Transport Corporation, Cooch-Bihar (S). 

5. West Bengal Financial Corporation, Calcutta (S). 

6. Durgapur Chemicals Ltd., Calcutta. 

7. Durgapur Projects Ltd., Calcutta. 

8 . Electro Medical & Allied Industries Ltd., Calcutta. 

9. Kalyani Spinning Mills Ltd., Calcutta. 

V 

10. West Bengal Small Industries Corporation Ltd., Calcutta. 

11. State Fisheries Development Corporation Ltd., Calcutta. 





294 


SI. Name of Undertaking 

No. 


Jammu & Kashmir 

1. Jammu & Kashmir State Financial Corporation, Srinagar (S). 

2. Jammu & Kashmir Bank Ltd., Srinagar. 

Himachal Pradesh 
r. Nahan Foundry Ltd., Nahan. ■ 

2. Mandi Kulu Road Transport Corporation, Mandi (S). 

Tripura 

r. Tripura Small Industries Corporation Ltd., Agartala. 

Manipur 

I. Manipur State Bank Ltd., Manipur. 

Legend S—Statutory Corporation 
Note.—- The above list is not exhaustive. 




Cii) 

ANNBXURES 

PA6B 


I List of Public Undertakings ....... 282 

II Statement showing powers reserved to Government in respect of 

the public enterprises ........ 295 

III Functions envisaged for the Bureau of Public Enterprises . . 303 

IV Proposed organizational chart for the Bureau of Public Enter¬ 

prises ........... 307 

V Statement showing grouping of Central Government undertakings 
under proposed multi-unit corporations and administrative 
Ministries . 308 

VI Statement showing delays in the construction of factory build¬ 

ings . 314 

VII List of Indian Consultancy Organizations . • . . . . 316 

VIII Main deficiencies in the preparation, award and implementation of 

contracts .. 319 

IX Ejctracts^ from the Report of the Committee on problems of 

recruitment’and manning of posts in public undertakings . 323 

X Statement showing returns accruing to Government (for the year 

1965-66) oh investment in share capital of the running concerns 

of the Central Government. 327 

XI Statement showing total return on the total capital invested 

in running concerns of the Central Government (for the year 
1964-65). 329 

XII Statement showing the profitability of running concerns of the 

Central Government (for the year 1965-66) . . . . 33 i 

A List of persons with whom Study Team had discussions . . 333 


B Persons and Institutes/Associations from whom Meraoranda/Nates 

were received ' % . 335 

G List of Undertakings^visited . . • • • • 337 

D List of Ministries/Departments from which replies to the question¬ 
naire were received. 338 

:E List of Public Undertakings from which replies to the questionnaire 

were received. 339 

F List of abbreviations used. 34 t 









(Vide Pan 5.4) 

POWERS .RESERVED TO GOVERNMENT IN RESPECT OP THE PUBUC ENTERPRISES (STATUTORY CORPORATIONS 
AND GOVERNMENT COMPANIES) OP THE GOVERNMENT OP INDIA. 


295 





296 






Power to create and Power* to sanction Power** to delegate authority to 

make appointments capital expenditure senior executive or approval of 

Name of the Undertaking to posts carrying a above the level of~ such delegation proposed by the 

monthly salary of Board 
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40. Shipping Corporation of India Ltd. Rs. 2250 Rs. 25 lakhs 

41. Hindustan Shipyard Ltd.Rs. 200Q Rs. 20 lakhs 

42. Mogul Line Ltd. ...... Rs. 2250 Rs. 10 lakhs 

43. Central Road Transport Corporation Ltd. . Rs. 2250 Rs. 20 lakhs 
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52. Hindustan Housing Factory . . . . Rs. 2250 Rs. 5 lakhs 

.53 National Small Industries Corporation Ltd. . Rs. 2250 .. Government can cntrtist power exercisable 

by the Board to Chairman, Managing 
Director and/or Manager. 



Name of the Undertaking Power to create and Power* to sanction Power** to delegate authority to sesipr exe- 

make appointments capital expenditure cutive or approve of such delegations pro¬ 
to posts carrying a above the level of— posed by the Board 

monthly salary of 
or above the level 
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ANNEXURB III 
(Ffi< Part S'30) 

FUNCTIONS OF THE BUREAU PUBLIC ENTERPRISES 

The administrative Ministries will continue to look after the public enterprises under 
their purview. The Bureau of Public Enterprises is primarily to ftinction as a ^ervice and 
consultancy agency for the public enterprises and in a similar manner to assist Ae con¬ 
trolling Ministries and the Finance Ministry in exercising a more expert supervision over 
the planning and setting up of projects in the public sector and the working of these 
enterprises. 

As broadly indicated in the organizational chart at Annexure IV, the fiinctiona that 
should be entrusted to the Bureau ate indicated below under four divisions: 

I. TECHNICAL DIVISION 

According to work requirements, the work of this division could be further sub¬ 
divided into two groups, namely, (i) planning and construction, and («») prtxluction. 

Planning of Projects : 

(1) To assist the administrative Ministries in setting up the pilot committee con¬ 
sisting of the representatives of the DGTD, Finance Ministry, Planning Com¬ 
mission and other agencies to have a look at the preliminary plan formulation. 

{II) To assist the aininistrative Ministries in arranging collective and concurrent 
scrutiny of the feasibility study/DPR in the Government. 

(ill) To assist the public enterprises in setting up organisations for conducting 
demand survey and to assist in the assessment of demand by the agencies con¬ 
cerned in the Government and the enterprises. 

{tv) To assist projects in the adoption of modern net-work techniques of plan¬ 
ing. 

(») To also give expert advice on proposals for capital funds received from the 
projects enabling a more proper and expert appreciation of the case in the 
Finance Ministry. 

(vt) To suggest utilization of indi^nous capacity and consultancy service where- 
ever feasible on the basis of information maintained in the general nunage- 
ment division and to tender advice in cases submitted to the Negotiating Com¬ 
mittee and the Foreign Agreements Committee. 

Construction : 

(i) To assist, in cooperation with the proposed Directorate of Construction 
(Ministry of W & H), in suggesting economies in construction and developing 
norms, specifications, and standard designs of construction for factories, ad¬ 
ministrative buildings and townships. 

(I'O To evolve norms or standards of amenities for townships and factory areas 
with a view to combining maximum economies with reasonable standards of 
comfort. 

(iU) To review the execution of new projects and process information for ade¬ 
quately watching progress of construction and maintaining a Project Informa¬ 
tion Room for the purpose. 

(iv) To assist the project, in cooperation with the proposed Directorate of Coiu- 
truction (Ministry of W & H), in adopting modern net-work techniques for 
be:ter construction management and to assist the project with model forms of 
contracts and information about the performance capabilities of contractors, 

(v) To compile and disseminate information regarding surplus construction en¬ 
gineering personnel and construction equipment lying idle with completed 
projects to facilitate their rational and successive utilization on new projects. 

SOS 
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Production : 

(0 To undertake studies in cost reduction, bottlenecks in transport, investnaenr 
in overheads etc. 

(ii) To help the enterprises to locate sources of supply of raw material or compo¬ 
nents in scarce supply. 

(ii'O To arrange for consultancy in such specialised fields as industrial engineering 
incentive schemes, production programming etc. 

ir. FINANCE DIVISION 


Gtneral Advice : 

To advise the enterpises on finance and accounts problems and assist in the adoption 
of modern techniques of financial management including introduction of 
standard costing and accounting procedures and preparation of business-type 
budgets. 

Appraisal of Performance : 

(i) To undertake, in cooperation with the Technical Division, appraisal of llfferent 
aspects of the working of the enterprises for bringing to Ae notice of theNUnis- 
tries/enterprises concerned the deficiencies, or defects of coordination to be 
resolved through appropriate inter-Alinisterial committees. 

(i'O To act, more or less, in relation to Government as the internal audit organiza¬ 
tion functions in relation to the enterprise. 

Reports ; 

(i) To prepare for presentation to Parliament a consolidated report on the working 
of Central Government undertakings. 

Qi) To assist the Ministries in making a critical analysis of the financial results 
of their enterprises. 

(!!!) To furnish periodical reports to the Cabinet and Ministries concerned on the 
working of the public enterprises based on the progress reports received from 
them. 

III. PERSONNEL DIVISION 

General Advice To advise the Government in the formulation of overall personnel 

policy for public sector undertakings. 

Appoinimeius : 

(!) Hoard of Directors : To assist administrative Ministries in the selection of 
Chairman and members of the Management Boards of public enterprises and 
maintaining, for the purpose, panels of suitable persons with information of 
their qualifications and previous experience. 

{ii) Financial AdvisersIFinancial Controllers : To maintain panels of suitable 
persons for these posts and facilitate consultation between the Ministries 
concerned and the public enterprises for manning these posts. 

(n'O New Pool Scheme ; To service the Committee, proposed at para 8*53, for 
enabling inter-undertaking transfers and the operation of the new pool schi^e 
relating to the encadred managerial and technical posts in the enterprises par¬ 
ticipating in the scheme. 

Personnel Policies : To evolve and review common policies and guidelines in 
fields like incentives, bonus, reporting on personnel, pay scales, training and 
broad principles for promotion, retirement benefits, particii»tion of labour 
in management, other labour matters including welfare amenities and model 
service rules. 

Advising Personnel Units in Undertakings : To advise, on request, personnel 
units in individual undertakings in evolving correct evaluation system, incen¬ 
tive schemes, personnel ■ reporting systems, cadre development sclionM 
including inter-undertaking transfers, etc. 
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Manpower Planning : To assist, in cooperation with the Institute of Applied 
Manpower Research and Government agencies'concerned, in the detailed 
assessment of manpower requirements of public enterprises and to project 
these requirements to the appropriate planning and training agencies. 

Talent Hunting: To assist in developing and locating suitable persons for 
appointment in public undertakings, including specialiits like management 
accountants, economists, statisticians, industrial engineers, work study and 
operations research experts, etc. 


Training ; 

(t) To review training arrangements in the public enterprises and the exteri^ 
training institutes, like the Institutes of Management, with a view to avoid 
duplication and waste of effort. To arrange common training progranunes, 
where necessary and feasible, and to coordinate the training of personnel 
sent abroad. 

(tj) To evaluate, in cooperation with the public enterprises, the curricula of 
training offered by the external training institutes for determining their 
suitability to the requirements of the public sector. 

{iii) To render assistance to the public enterprises and the external training 
institutes to establish additional training facilities of requisite depth and 

S uality and tailored specially to the requirements of the public sector with 
le help of the financial provision envisaged for this purpose in the Fourth 
Plan. 


IV. GENERAL MANAGEMENT DIVISION 

We envisage for this division, more or less, the same role as that proposed by 
the Study Team on the Machine^ of Government of India for the Management 
Consultancy Division. This division should provide the central motivating force for 
promoting efficiency and productivity in the public enterprises. In this respect, 
the Bureau should stand in relation to the public enterprises as the Department of 
Administrative Reforms does in relation to the Ministries and Government 
Departments. 

Identification of Problems : To identify management problems of public enter¬ 
prises and assist in the formation of study groups including experts in the 
Government departments as well as management institutes and institutes of 
specialists for studying these problems and working out solutions for general 
application. 

Advice to Undertakings : To foster growth of management service units within 
the plaats/un lertakings and assisting them in evolving suitable methods of 
reporting and analysis of performance data. 

Clearing House of Information : To act as a clearing house of information for 
the Ministries and agencies of the Government and the public enterprises 
in respect of the following matters:— 

•Organisational structures and patterns within the enterprises. 

•Internal management organisation and extent of delegation of powers. 

•Principal features of statutes in the case of the public corporations and 
model Articles of Association in case of the Government companies. 

•Design and consultancy organisations within the country. 

•Indigenously available capacity in key areas of industry. 

•Inventory of surpluses, both existing and likely, of construction engineering 
personnel and construction equipment. 

•Performance capability of contractors of concern to public sector projects, 
^ particularly those who have executed works in the public sector. 

•Reports of Parliamentary Conunittees and ad hoc committees of experts 
and the progress of implementation of the accepted recommendations. 

•Personnel data required for talent hunting and for facilitating inter-under¬ 
taking transfers. 

109 H.A.—25 



Work rt^atit^ to the ParKamentary Committee: To coordinate, in the Govern¬ 
ment, woih relating to the examination of the public enterprises the 
Cmnmittee on Public Undertirikings and to process the implementation of 
the reports of the Committee. 

L aison with the Department of Administrative Rearms : To collaborate with the 
Department of Admimstrative Reforms lot conducting joint studies and 
common training progranunes in fields like woric study, operations research, 
etc. 
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(i) N.M.D.C. under the control of the Ministry of 

Industrial Development & Compfuiy 

(ii) Bharat Aluminium Co. Affairs. 

(iii) Hin( 3 ustan Zinc Ltd. 

(iv) Cement Corporation of India 



Engineering Corporation . Industrial Development & Company Affairs 

A —Heavy Engineering Wing 
(i) H.E.G, 
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(ii) O.N.G.C. 

Ciii) Cochin Refineries. 

(iv) Madras Refineries. 

(v) Engineers India Ltd. 



Existing undertakings grouped under the proposed The proposed controlling Ministry Remarks 

multi-unit corporation 
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Part II 

Public undertakings in respect of which grouping or changes in the controling ministry is not being suggested 
Name of public undertaking Controlling Ministry 
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Indian Oil Corporation Ltd.: 

Barauni Refinery . 2 o Plant, Machinery and 5 .. .. 3 years by ESSO 

manpower remained & 4 years by 

idle. Calcex & 

Bunn*h Shell 



Hindustan Steel Ltd. 
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ANNEXURE VII 


{Vide Para. 6-30) 

*LIST OF INDIAN CONSULTANCY ORGANIZATIONS IN THE PUBLIC 
AND PRIVATE SECTORS 

Steel and Engineering 

Central Engineering and Design Bureau of HSL. 

Bhilai Planning and Development Cell of HSL. 

Heavy Engineering Corporation. 

Heavy Electricals, Bhopal. 

Bharat Heavy Electricals. 

Dastur & Co. 

Kuljian Corporation. 

Utkal Machinery Ltd., Orissa. 

Davy United Engineering Co. 

Head Wrightson India Ltd. 

Indian Iron & Steel Co. 

W. S. Atkins & Partners (India) Ltd. 

Shri Moti Thadani, Bombay. 

M/s. Kocks India Pvt. Limited. 

M/s. Simon-Carves. 

Amin Chand Pyare Lai. 

D. S. Mulla. 

Power 

Mining and Allied Machinery Corporation. 

Bharat Heavy Electricals. 

Heavy Electricals, Bhopal. 

Central Water & Power Commission. 

Tata-Ebasco. 

Kuljian Corporation. 

W. S. Atkins & Partners. 

Chatterjee & Polk. 

Humphreys & Glasgow (Overseas) Ltd. 

Mining and Washeries 
National Coal Development Corporation. 

Mining and Allied Machinery Corporation. 

National Mineral Development Corporation. 

Central Engineerig & Design Bureau of HSL. 

Neyveli Lignite Corporation. 

Canaec, Bombay. 

International Equipment Corporation Ltd. with Sofremines, Paris. Macnallji 
Bird & Co. 

*This list has been prepared on the basis of information furnished by the Ministry of 
Industry and the public undertakings and relates to fields relevant to public enterprises. 

the list excludes consultancy organizations in fields like sugar and textiles. 
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M/s. Ruhr Consulting Nagpur. 

Dorr-Oliver. 

W. S. Atkins & Partners. 

P. N. Nayyar, New Delhi. 

Koppers India Pvt. Ltd. 

Industrial Consulting Bureau Pvt. Ltd. 


’Chemical and Heavy Chemical Industries 

D.C.M. Chemical Works. 

Simon-Carves. 

National Rayon Corpn. 

S. P. Chopra, New Delhi with Lurgi Ecssellschaf. 

M/s Dinker C Chinai, Bombay With M/s. Orezi & Do Nera (Italy). 
Mirch Industries Pvt. Ltd. 

Vitro Engineering Co. 

Chemical & Metallurgical Design Co. 

Industrial Consulting Bureau Pvt. Ltd. 

Bertrams Scott. 

Siad Tecons Tech. Service, Madras. 

Vulcan-Laval Ltd. 

I C I (India) Pvt. Ltd. 

T R Sathe Pvt. Ltd. 

.Fertilizers 

Fertilizers & Chemicals Travancore. 

Fertilizer Corporation of India. 

Neyveli Lignite Corporation. 

Industrial Qonsultancy Services, New Delhi. 

Daruwala & Verghese. 

Chattejee & Polk. 

Humpherys & Glasgow. 

Petroleum Refining and Fetro-ChemcaJs 

Indian Institute of Petroleum. 

Oil and Natural Gas Commission. 

Engineers India, Ltd. 

Indo Berolina Industries Pvt, Ltd. 

Vitro Engineering Co. 

Chatter) ee & Polk, 

Koppers India Pvt. Ltd. 

Humpherys & Glasgow. 


'Cement Industries 

A.e,c. 

Kalyanpur Mines and (_t Co, with Holer Rank 

Tech-Services. 

Chatlerjee & Polk. 
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Paper Factories 

Beloit Corpn. with Birlas. 

Bertrams Scott. 

Parson Whitmore. 

Tata Johnson. 

G. Williams and Co., Bombay with M/s. Sandwich. 

International Ltd., Canada. 

W. S. Atkins & Partners. 

Kuljian Corporation. 

Chatterjee & Polk. 

General Industrial Consultants 

National Industrial Development Corpoiati 
Koppers India Pvt. Ltd. 

D. S. Mulla, Bombay. 

Ruhr Consulting Engineers. 

Cemco Pvt. Ltd. 

Mirch Industries. 

Indo Swiss Corporation. 

Hydro Therm India Pvt. Ltd. 

Port Engineering Works. 

J. V. Patel. 

Nowrosii Wadia. 

EL R. Irani. 

Mehandm & Mehandru 
Kirloskar Consultants Ltd. 

Beacons Pvt. Ltd. 

Chatterjee & Polk. 

Kothati Consultants. 

(Industrial Consultants and Liaison Services, Poona). 

Endesco P\t. Ltd., Bombay. 

Hallmark Services, New Delhi. 

The following public undertakings have claiined that they too can undertake pre¬ 
paration of feasibility study/DPR in their respective fields 

1. Hindustan Organic Chemicals Ltd. 

2. Indian Rare Earths Ltd. 

3. Indian Telephone Industries Ltd. 

4. Hindustan Antibiotics Ltd. 

5. Hindustan Teleprinters Ltd. 

6. Hindustan Salts Ltd. 

7. Bharat Electronics Ltd. 

8. Bharat Earth Movers Ltd. 



ANNEXURE Vin 
(Vide Para—7* 17) 

MAIN DEFICIENCIES IN THE PREPARATION, AWARD AND IMPLEMEN¬ 
TATION OP CONTRACTS RELATING TO CONSTRUCTION IN PUBUC 
SECTOR PROJECTS. 


(A summary of factual information and deficiencies pointed cut in the studies* of 
the COPP ManagCTcnt Group). 


« • • • 


I. MaUr^ Initial Payment 

In the case of Dugda I Coal Washery, a delay of five months occurred in tnafcmy 
the initial 10% payment, which was a precondition to the commencement of work. *rhe 
dispute concern^ the form of Bank Guarantee to be used, and the agency which was to 
hair the connected expenses. Since this was a critical event in the schedule, agreement 
on this point should have been reached during the original negotiations. 

II . Completion of Dratoings 

Another factor leading to serious schedule slippage in the Dugda I Coal Washery 
was the delay in the completion of drawings. The contract specified that drawings would 
be furnished to the project management for approval. The contract also stipula^ that 
changes rrauired in die drawings as a result of review by the project managemern, would, 
not be sufficient basis for re-negotiating the schedules. This type of clause implies that 
the changes suggested would be of only a minor nature. Undoubtedly, neither the project 
management nor the contractor foresaw the possibility of extensive changes in the design. 
It was the contention of the project management that the initial drawings submhm 
by the contraaors were broad and contained many defects, and that the contractor did not 
fUfil his resprmsibility with sufiScient ei^rtise. While this might have been true, it is 
ap^uent that inadequate contractual understanding by both parties was a major cmitri- 
bsting factor in the delay. 

III. Establishing Contractor’s Schedule 

A study of contracts at a munber of projects, reveals that contract documents do not 
generally include realistic contract milestones or key events based upon a master plan 
and schedule for construction and that such milestones are not linked with the work 
mher related contractors. For instance, at the Trombay Fertilizer project the Civil Works 
Contract did not bind the contractor to fulfil his work under conditions consistent with 
the efficient execution of the overall pi^ect. Equipment supplitri by overseas tkma 
remained lying at site for a few months til] the foundations were nude ready. On occaskms. 
the dvil works contractor, through ladt of a contracted schedule outlini^ tte sequence 
in which he had to operate was in a position to start woik on some of the more remunera¬ 
tive and simpler parts of the project rather than the ones which were ne«ied more urgently. 
The project authorities were not unaware of the need for a contract sdiedule. In the 
Notice Inviting Tenders for the Civil Woiks, a clause had been inserted stating that a 
Schedule for the contract “ shall be drawn up ”, and that the contractor was required to 
adhere to it. A second clause allowed tbe project management to rescind the contract 
if this schedule was not followed. In addition, the contract duration and issue of drawings 
were specified by a clause which ran as unda : 

“The time allowed (for completion of the contract) shall be 20 months from 
date of issue of the written work order. A certain percentage of drawings, 
will be supplied with the work order and the remaining drawings shall be 
supplied dtuing the progress of construction.” 


•COPP Reports : (1) An Analytical Review of Projects in the Ener^Development 
field : Dugda I Coal Washery; Bisrampur Coal Mine and Qundrapura 'nietmal Poiwer 
Station (November, 1965) and (n) A review of the construction of Trombay Feniliaer 
.Project (November, 1^5). 
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The above was not specified enough to facilitate exercise of control. Such a 
general clauie did not force the contractor to develop a sound contract estimate. By not 
contractually linking the construction of civil works with the production of drawings (or 
with the work of other participating groups), the contractor was enabled to develop a 
schedule which would provide room for exorbitant extensions and extras if the drawings 
were not supplied to him on time. This also applied in the case of Mechanical Erection. 
The contractor concerned was in a position in this case to assess the progress of founda¬ 
tions on site and submit a schedule which was not in phase with the construction of found¬ 
ations. He could then pass on the responsibility for slippages to other contractors. In 
general all the contractors could lay their faults at the door of the preceding contractor. 

The drawing of a schedule that binds the contractor becomes almost impossible 
once the contract has been awarded and work started. At the Trombay Fertilizer Pro¬ 
ject, attempts were made to bind the major contractor for the Ammonia, Urea, and Nitric 
Acid plants to a time-schedule during the negotiation period. The negotiations, how¬ 
ever, took place only after the contractor had received the Letter of Intent informing 
him that he had been awarded the contract. He was, therefore, in a position to ask in 
return other guarantees from the project authorities such as g^ranteed dates for securing 
itnport licence which the management was unable to furnish. A detailed schedule for 
this contractor, therefore, could not be established. 

IV. Selection and Award of Contracts 
Two major difficulties observed in this area are: 

(i) the length of time taken, administratively, for the scrutiny of tenders ; 
and 

(ii) lack of clear information on the performance capability of various 
contractors. 

The Table below shows the time taken from the receipt of tenders to the effective date 
of coming into force of the contract in respect of each of the’ foreign contracts at the 
Trombay Fertilizer Project (the date of first down payment has been taken as the effective 
late). The period allowed to contractors for submission of tenders is not shown in the 
Table : 

Table : Period from receipt of tenders to the coming into force of the con¬ 
tract. 


S.No. 

Plant Contraa 


Time taken to initiate 
the contract 


Period 

Years 

I 

2 


3 

4 

1. 

Urea, Nitric Acid and Ammonia 


April 6o to 
June 6i 

Ii 

2. 

Sulphuric Acid 


Sept. 6i to 
Aug 63 

2 

3 - 

Nitrophosphate 


June 60 to 
Nov. 62 

2i 

4 - 

Steam Generation . 


Sept. 61 to 
Aug. 63. 

z 


As such delays add directly to the time required to press the plants into commission, 
he need for a detailed study of the steps leading to the effective date of starting a contract 
is indicated. These steps are outlined below in chronological order: 


Preparation of Tenders 
Scrutiny of Tenders 
Selection of Contractor 
Signing of the Contiact. 
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Preparation of Tenders 

In inviting tenders for wark, sutfieiently detailed information is often not given 
to the contracting organisations and the time specihed for submitting the tender is also 
not always adeq^te. Drawings and specifications are usually not complete, and insde« 
quate attention is given to the problems Uhejy to be encountered bv the contractor. A 
review of the position that obtained at the Trombay Fertilizer Project in regard to the 
preparation of tenders revealed that, at the request of prospective tenders, the period 
allowed by the project authorities for preparation of tenors on three of their contracts 
was extended, namely: 

(i) Sdphurie Add Plant : Original^ a period of 2 months was allowed fbr 
the preparation of tenders. Thu was extended by 3 months. 

(ii) Urea, Nitric Add and Ammotda Plant I The period originally allowed for 
the preparation of tenders vise. 6 months was extended by 3 months. 

(iii) Steam Plant : 2 months were allowed initially for the preparation of tender 
and later another 2 days were allowed. 

This brings out the fact that th: time initially allowed for the preparation of the 
above tenders was inadequate. It is obvious that a contractor who does not hare, or is 
not allowed, sufficient time to prepare a complete and careful tender is liable to inflate 
his cost estimates for those items ot work which he has not had time to work out in detail. 
The cost, therefore, eventually falls on the project. 

Scrutitv of Tenders 

In many public undertakings, considerable delays have been experienced in con¬ 
stituting ai hoc Tender Review Committees instead of maintaining permanent groups 
in the project organisation for this work. At the Trombay Fertilizer Project, the practice 
adopted in evaluating tenders required meetings of a Technical Committee to be con¬ 
vened for assessing the various proposals. This Committee was generally drawn from 
within the Fertilizer Corporation of India, but experts both from Government and private 
industry were associated for evaluating the larger contract tenders. An examination of 
the time taken for evaluation of tenders in respect of major contract at the project indicates 
tlut much time could have been saved in the scrutiny of tenders. The table below re¬ 
veals the time taken fro.-n receipt of tenders to issue of Letters of Intent to the selectwl 
contrattors; 


Table : Tender Scrutiny Periods 


S.No. 

Plant Contract 


Tender Scrutiny 


Period 

months 

taken 

I 

2 


3 

4 

I. 

Ammonia, Nitric acid and Urea 

• 

. April i960— 
Jan. 1961 

9 

2. 

Sulphuric Acid .... 

• 

Sept. 1961— 
July 1962 

9 

3. 

Bagging. 

• 

. Sept. 1961— 
June 1962 

8 

4. 

Water Treatment .... 

• 

Sept. 1961— 
May 1962 

7 

5- 

Steam Generation . 

> 

. Sept. 1961— 
June 1962 

8 

fi. 

Nltrophosphate .... 

• 

June i960— 
Oct. 1961 

z6 
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Selection of Contractor 

The common practice of selecting the lowest bid without sufficient examination 
of the contractor’s capability to perform the job satisfactorily, docs not ensure the selection 
of the most suitable contractor. This can and has led to unsatisfactory performance and 
at costs higher than those anticipated. At the Trombay Fertilizer Project, the original 
Notice inviting Tenders for civil works specified the completion of the contract after 20 
months of the issue of the work order. This work order was issued in April, 1962 and the 
work was started in the following month. But civil works were still under construction 
when the COPP Management Group visited the project in August 1964. The contractor 
was allowed to begin work under the authority of a Letter of Intent which gave him little 
incentive to secure early signing of the contract. Consequently, the project management 
had very little control over the contractor during this period. 

A significantly low bid indicates that the bidder has not allowed for the same amount 
of work as the other bidders. TTie review by the COPP Management Group showed that 
there was such an indication at the fertilizer project. Of the six tenders received for civil 
works, the cost estimates of the middle four were within 3% of each other. The signi¬ 
ficant deviation in the lowest bid, which was 10% below the average of the middle four, 
should have been further analysed. 


Signing^of Contract 

An examination of major contracts at the Trombay Fertilizer Project showed 
that, in each case, it had taken a long time to finally sign the contract. Table below 
shows the time taken from the issue of the Letter of Intent to the final signing of the 
contract in respect of several contracts at the project: 


Table : Time taken to sign contracts 


S.No. 

' Plant/Works contract 


Period under 
intent 

letter of 


Period 

Months 

I 

2 


3 

4 

I. 

Sulphuric Acid .... 


. July 62— 

March 63 

8 

2. 

Nitrophosphate .... 


. Oct. 61—May 

T 

3 - 

Steam. 


. June 62— 

March 63 

9 ' 

4 - 

Bagging. 


. June 62— 

Feb. 63 

8 

5 - 

Water Treatment .... 


May 62— 

April 63 

II 

6. 

Urea, Nitric Acid and Ammonia . 


Jan. 61— 

March 61 

3 

7. 

Mechanical Erection 


. March 62— 
1964 

not signed: 
still. 

8. 

Civil Works. 

* 

. April 62— 

Dec. 64. 


Any delay in time frtwn the issue of the Letter of Intent to the signing of the contract has 
debilitating effects on the economical and efficient execution of the projects, 
namely : 


(i) In the case of foreign contractors, it delays payment and, therefore, com¬ 
mencement of work and its completion. 

(») Once the contractor has a Letter of Intent, he tends to be less flexible in 
the final negotiations placing the project management at a dis¬ 
advantage. 

(iii) Project managers have, during the intervening period, only minimal control: 
over the contractors. 







ANNEXUREIX 
(Vide Para 8.49) 

EXTRACTS PROM THE REPORT MADE IN MAY, 1966 BY A COMMITTEE* 
SET UP BY THE MINISTRY OP MINES AND METALS TO EXAMINE 
THE PROBLEMS OP RECRUITMENT AND MANNING OP POSTS IN 
PUBLIC UNDERTAKINGS. 

* * iit « * 

“10. The Committee considers a reorganisation of the Pool (IMP), and even the 
setting up of a new Pool, both possible and desirable, in pursuance of a deliberate scheme 
of encadrement of posts and of active participation in the scheme by the enterprises con¬ 
cerned. The latter aspect, viz., that of active participation of the enterprises, is im¬ 
portant, in order to create a feeling of involvement among them. The Committee would 
recommend that this can be achieved by providing for representation of the public enter¬ 
prises along with that of the Government of India in the controlling Board of the Pool 
or Pools. With such participation, it should not be difBcult to convince the administrative 
Ministries concerned as well as the public enterprises that it would be to their larger in¬ 
terest to encadre at least a proportion of their middle level posts in the Pool and accept 
a certain amount of restriction in their autonomy in this respect, by leaving such posts 
to be filled by the Pool authorities. The Committee has no doubt that the benefits which 
the officers of the enterprises would derive by participating in the Pool, the ^eater con¬ 
tentment this would create and the larger interest the Pool would serve, will persuade 
most, if not all, the public enterprises to accept the scheme. 

II. Another broad conclusion which would follow from the review of the prob¬ 
lems of preceding paragraphs is that there is need to provide a suitable mechanism to 
utilise the surplus staff available with some of the public enterprises and thus prevent 
not only psychological frustration arising out of the lack of prospects, but in fact avoid 
waste of trained manpower. As has been stated earlier in this report, there are instances 
specially when publu: enterprises switch over from the stage of construaion to that of 
production, of trained manpower becoming surplus to their requirements. Even other¬ 
wise, there are instances of concentration of manpower at certain age or seniority levels 
which create frustration at the lack of prospects among persons, otherwise suitable, from 
being promoted to higher managerial levels and cause flight of personnel from such Enter¬ 
prises. Both theM types of problems call for the creation of a central mechanism to enable 
transfers to be made from one public enterprise to another. It should be possible for this 
central organisation to take note both of the position of surplus and that of stagnation 
arising in certain enterprises and to correlate uiem with the requirements of others. It 
should also be possible as a matter of convention to provide that the public enterprise* 
where vacancies exist should, in the first instance, consider the personnel available from 
enterprises which are in a position to provide such personnel.' The Committee does 
not envisage compulsory regulation of such transfers, but feels that an arrangement for 
correlation and persuation would suffice to ensure the flow of trained personnel to enter¬ 
prises where they are needed most from those that can spare them. The Committee is 
of opinion that it would be best to entrust this work to the authorities of the Central Pool, 
the constitution of which has been recommended in the preceding paragraphs. 

12. Recruitment 

The Committee has considered the problem of recruitment in the above context. 
It is aware of the suggestions made that there should be a common recruitment authority, 
analogous to the Public Service Commission, for recruitment of personnel to the public 


♦The Committee consisted of Shri R. C. Dutt, Director General, Bureau of Public 
Enterprises; Shri S. T. Raja, Managing Director, National Coal Development Corpora¬ 
tion; Shri S. N. Bilgrami, Chairman, National Mineral Development Corporation; Shri 
S. K. Nargundkar, Managing Director, Singareni Collieries Ltd; Shri K. N. Subbaraman,. 
Chairman, Neyveii Lignite Corporation; and Shri S, P. Gugnani, Deputy Secretary,. 
Ministry of Mines & Metals. 
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enterprises. The Committee is not in favour of such a Central authority, not merely 
because it would infringe on the autonomy of the enterprises, but more so because such 
recruitment woidd cause considerable delays which the enterprises can ill afford. Rec¬ 
ruitment to meet the immediate needs of an ente^rise as it develops is an urgent necessity. 
This lurgency can be and is felt by the enterprise concerned, and cannot be transmitted 
to a Central authority which would necessarily deal with requisitions from the different 
enterprises on the basis of its own priorities. The procedure for recruitment specially 
when such recruitment is conducted by a Central authority, tends to be elaborate and 
time-consuming. This has certainly happened in Government and though for various 
reasons the system of recruitment through Public Service Commission has to be followed 
in Government organisations, there is no need to relay it to the public enterprises. The 
Committee is, therefore, of opinion that the initial recruitment should be left to the public 
enterprises themselves, except to the extent indicated hereafter. 


13. Manning of Middle Level Posts 

Consistent with the general scheme outlined in the preceding paragraphs, the 
Committee would make the following recommendations : 

(i) Public Enterprises which participate in the Pool Scheme should undertake 
a review of their present posts carrying pay of and above the minimum of 
Rs. 1300 and grade them in the following three scales:— 

(a) Rs. 1300- 60-1600 

(b) Rs. 1600-100-2000 

(c Rs. 2000-125-2250 

ii) Public Enterprises which participate in the scheme should encadre in the 
Central Pool normally 50% of the posts of the three above levels in the 
following branches :— 

(a) General management, including stores, purchase, sales, and personnel 
branches. 

(b) Financial management, including commercial accounting and cost 
accounting. 

(c) Technical, consisting of Construction Engineering, Electrical En¬ 
gineering, Mechanical Eng neering, Industrial Engineering, Chemi¬ 
cal Engineering and Mining Engineering. 

(m) The above should not be rigidly exclusive of one or another. In fact, sub¬ 
ject to the requirements of the posts there should be interflow of personnel 
from one branch to another, and all the branches should have personnel 
for the top managerial posts. 

(iv) The above recommendations, if accepted would lead to a comparatively 
large number of post’s being encadred at the three levels from Rs. 1300- 
1600 to Rs. 2000-2250. 

For the reorganised Industrial Management Pool, it would, therefore, be neces¬ 
sary to recruit suitable officers at these levels. The Committee recom¬ 
mends that this should be done mainly by selection of existing oflicers serv¬ 
ing in the public undertakings who are willing to be considered lor appoint¬ 
ment to the Pool. The rules for this purpose specifying the qualifications, 
total length of experience etc., for recruitment to the various grades of the 
Pool can be prescribed by the Controlling Authority, but normally, officers 
holding posts in public enterprises either at the same level or at a level im¬ 
mediately below, should be eligible for appointment to the appropriate 
grades in the Pool. 

(ti) The acutal number of posts to be encadred by a public enterprise in the 
Pool would have to be adjusted on the basis of the number of officers selec¬ 
ted from that enterprise for the Pool. It is not the intention that the officers 
holding the posts at these levels in the public enterprises should be per¬ 
manently debarred from appointments at these levels merely because Siey 
are either imwilling to be considered for the Pool or are not selected for it. 
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For such officers who remain outside the Pool, certain ex-cadre posts should 
be available not only for their continuance in their existing posts but also 
for their normal promotions. If, for this purpose, certain variations have 
to be made, from the normal percentage of inclusion recommended earlier, 
the Committee is of opinion that such modifications should be made. This 
will ensure that no one is adversely affected by inclusion of posts in the: 
Pool. 

ivi) In order not to cause hardship to the existing officers of public enterprises, 
the Committee recommends that officers who are either not willing to be 
considered for the Pool or are not selected for it at a particular stage, should 
not, for either of these reasons, be ^debarred from further consideration. 
Whenever vacancies arise in the Pool, all eligible officers should be conside¬ 
red, including those who had not been selected earlier,. It should be open 
to an officer to change his mind and offer himself for the Pool for any sub¬ 
sequent vacancy that may arise. 

(wO The Home Ministry should continue to be the controlling authority of the 
reorganised Pools. TTie Committee is, however, of opinion that ffie Ad¬ 
visory Committee shoukl be more broad-based than it is at present in order 
to make it acceptable to the public enterprises. The Committee suggest 
that the Board shptil^ consist of the following:— 

1. Cabinet Secretary . . . • Chairman 

2. Secretary, Ministry of Home Affairs . . Ex-Officio Member 

3. Secretary in-chatgc of Public Enterprises . . Do. 

4. Four 'chief executirea of Public Enterprises Do. 

j. drawn by rotatioa. 

The Bwd may appoint a whole-time or part-time Secretary, as it consWer* 
necessary. 

(vUi) The Advisory Board proposed in the preceding sub-paragraph should deal 
with promotions, postings and transfers in respea of all the grades of Indus¬ 
trial Management Pool carrying pay scales whose maxima do not exceed 
Rs. 2250, excluding posts of Chief Executive Officers and Financial Con¬ 
trollers/Advisers of public enterprises for which appointments are made by 
Government. These posts as well as posts carrying pay above Rs. 2250/- 
should continue to be considered by the Committee of Secretaries 
as at present. 

(fx) The Committee does not envisage that the Advisory Board would need 
to meet ver>' frequently. It would suffice if a meeting is held once every 
quarter. The main function of the Board should be to draw' up approved 
panels based on selection by merit for different grades of the Pool. Subject 
to these panels, it should be open to the Secretary of the Board in direct 
correspondence with the public enterprises concerned to post officers to 
the public enterprises and report such postings to the next meeting of the 
Board. The normal procedure should be for the Secretary to suggest as- 
far as possible, a list of four or five names for each post to be filled to the 
Enterprise in question. 

(*) In framing recruitment rules for the aforesaid grades of the Pool, direct 
recruitment from the open market should be indicated as a distina possi¬ 
bility. The Committee is, however, of opinion that preference should 
be given to the existing officers of the public enterprises and that direct 
recruitment should be resorted to only when and to the extent that suitable 
officers are not available from the enterprises themselves. 

(xO On initial appointment to the Pool, the officer belonging to a Public Enter¬ 
prise should be allowed to retain his lien on his parent post as long as he 
is on probation. On satisfactory completion of the probation, however, 
when the officer is confirmed in the Pool, he should be required to give up 
his Hen in ffie parent enterprise. On such absorption, the officer would be 
subject to all the conditions of service attached to the Pool e.g., rules of 
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pension, leave, provident fund, transfer, T.A. etc. The Committee does 
not intend to go into details of recruitment, initial or recurring, nor into 
such matters as the period of probation. These can be worked out by the 
controlling authority, namely, the Home Ministry in consultation with the 
Bureau of Public Enterprises. 

Xxii) In order to provide suitable material for recruitment to the Pool, the Com¬ 
mittee considers it highly necessary that the methods of recruitment, train¬ 
ing and prescription of minimum qualifications for junior level posts in the 
public undertakings should be placed on a firm, and if possible, uniform 
basis. The Ministry of Industry has already circulated to the public enter¬ 
prises certain model Recruitment and Conditions of Service rules. Minis¬ 
tries should ascertain from the public undertakings the extent to which 
these rules have in practice been adopted by the latter. Any fiuther advice 
or assistance in this matter should be available from the Bureau of Public 
Enterprises. 

(xiti) It is also necessary that the system of reporting on ofiScers shotdd be both 
systematic and uniform in order that it is possible to apply the same standard 
of assessment to officers belonging to the various undertakings. In the 
opinion of the Committee, the confidential report on (ffiicers should, as far 
as possible, be factual and objective. In the case of field officers, it should 
be possible for the reporting officers to indicate the results actually achieved 
in re^d to production and cost thereof. Even in other spheres, certain 
objective criteria of reporting could and should be adopted. In this respect 
too, the Bureau of Public Enterprises would be in a position to render such 
advice and assistance as the public undertakings may require. 

It is also necessary that proper arrangements should be made in the public enter¬ 
prises for review, at a higher level, of all the reports on officers prepared by the immediate 
superior authorities. In making this review, the Committee is of opinion that the Chief 
Executive Officer of the tmdertaking should be assisted by senior heads of departments. 
This would enable the Chief Executive to be fully apprised of th^erformance of the 
officers reported upon.” 
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13. Hindustan Teleprinters Ltd. 2*61 0-05 1-9 

14. Hindustan Antibiotics Ltd. 6*11 0-78 12-8 

15. Hidustan Insecticides Ltd. .... 2-22 0-45 20-3 

16. Hindustan Salts Ltd. (Year ending 30-9-64) . 2-07 0-17 8-2 





Total capital invested Total Return (t.e., 

Name of Undertaking (i.e., paid up capital, profit as disclosed in Percentage of (3) to 

long-term loans and free the accounts and (2) 

reserves) interest paid on 

long-term loans) 
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Source : Audit Report (Commercial) 1966. 







ANNEXURfc XII 
( 7 ii«Para 10-34) 

STATEMENT SHOWING PROFITABILITY 1RATI0S OF RUNNING CON¬ 
CERNS OF THE CENTRAL GOVERNMENT FOR THE YEAR 1965-66. 


Net profit* as Gross profit** as 
% of paid up % of capital 

Undertaking capital employed 




1965-66 

Previous 

year 

1965-66 

Previous 

year 

Engineering : 

I. Hindustan Teleprinters Ltd. 

25-6 

L 

II-6 

2-3 

2. 

Indian Telephone Industries Ltd. 

23-2 

I 3 -I 

19-3 

16- 0 

3 - 

Bharat Electronics Ltd. 

13-3 

11-3 

15-9 

12-5 

4 - 

Hindustan Machine Tools Ltd. . 

10-9 

28-6 

7.9 

i6-5 

5. 

Bharat Earth Movers Ltd. 

4-5 

1-8 

5-9 

1-9 

6. 

Hindustan Aeronautics Ltd. 

3-2 

3-9 

5-3 

5-8 

7. 

National Instruments Ltd. 


t-i 

7-0 

4-4 

11-6 

8. 

Praga Tools Ltd. 

. - 


8-8 

3-3 

7-8 

9 - 

Hindustan Steel Ltd. . 

0-4 

0-5 

3-0 

3-3 

10. 

Hindustan Cables Ltd. . 

L 


22.4 

1.7 

13-5 

II. 

Heavy Electricals (India) Ltd. 

] 

r 

L 

L 

L 

Chemicals 

12. Hindustan Antibiotics Ltd. 

31-9 

20*0 

21-3 

12*0 

13. 

Hindustan Insecticides Ltd. 

17-0 

20-5 

16-3 


14. 

Indian Rare Earths Ltd. 

3 

i -9 

9-2 

10-5 

16-7 

15 - 

Fertilizer Corporation of India Ltd. 

0 

•8 

4-7 

1-9 

5-2 

16. 

Hindustan Salts Ltd. . 


L 

3-5 

L 

9-8 


Sambhar Salts (Subsidiary) . . 

10.7 

• , 

22.8 

• t 

17. 

Fertilizers & Chemicals Travancore 
Ltd. 


L 

L 

L 

L 

Mining and Minerals 

18. National Coal Development Cor¬ 
poration Ltd. 

0.8 

L 

3-5 

L 

19 - 

Neyveli Lignite Corporation Ltd. . 

] 

L 

L 

I.O 

L 

20. 

National Mineral Development 
Corporation Ltd. 


L 

L 

L 

L 
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Net profit* as 

Gross profit** 


% of paid up 

as % ot capital 

Undertaking 

capital 

employed 


1965-66 Previous 1965-66 Previous 
year year 


Building and Repairing Ships 





21. 

Garden Reach Workshop; I.id. 

15 7 

1.8 

12.4 

5-9 

22. 

Mazagon Dock Ltd. 

4.8 

6.2 

8.0 

8.6 

23. 

Hindustan Shipyard Ltd. 

1.8 

C. I 

2.2 

0.4 

Aviation and Shipping 





24. 

Mogul Line Ltd. 

35 6 

5 

20.3 

15-5 

25 - 

Shipping Corporation of India Ltd. 

7.8 ■ 

6.8 

6.3 

6.0 

26. 

Air India ..... 

2. S 

II.6 

3.1 

8.3 

27. 

Indian Airlines Corporation 

0.7 

6.4 

1-3 

9.0 

Miscellaneous 





28. 

Hindustan Steel Works Construc¬ 
tion Ltd. .... 

nzS.o 

,, 

213.2 


29. 

State Trading Corporation of India 
Ltd. .... 

79 6 

84-8 

35.0 

44.8. 

30. 

Minerals & Metals Trading Cor¬ 
poration of India Ltd. 

51.7 

12.7 

8.4 

10.4. 

31. 

Hindustan Housing Factory Ltd. . 

14-1 

5-9 

17.0 

3.2 

32. 

National Newsprint & Paper Mills 


7.4 

It.4 

12.6 


Ltd. 

7.9 

33 - 

National Projects Construction Cor¬ 
poration Ltd. .... 

7.8 

18.0 

5-5 

6.7 

34 - 

Ashoka Hotels Ltd. 

7.5 

12.3 

12. 8 

21.5 

35. 

Central Road Transport Corpora¬ 
tion Ltd. .... 

2. 5 

7-5 

6.0 

13 4 

36. 

Indian Oil Corporation Ltd. 

2-3 

I • 7 

4-5 

7-9 

37. 

Janpath Hotels Ltd. 


25 -5 

27 

237 

38. 

National Buildings Construction 
Corporation Ltd. 

L 

L 

L 

L 

39 - 

Engineers (India) Ltd. 

L 

•• 

L 

• • 


*Nel Profit : Represents the figure arris'cd at after deducting frt m the gross profit 
provision for interest and taxes but before allocation to reserves. 

**Gross Profit : Represents the excess of inconte over expenditure after providing 
for depreciation but before providing for interest, taxes and allocation of reserves. 

Capital employed : Represents gross block lett depreciation plus working capital. 
L : Loss. 

Source : Information supplied by the Bureau of Public Enterprises. 




ANNEXURE A 

Z.IST OP PERSONS WITH WHOM STUDY TEAM HAD DISCUSSIONS 
Government 

1. Shri N. N. Wanchoo, Secretary, Ministry of Iron and SteeL 

2. Shri P. Govindan Nair, Secretary, Ministry of Finance (Coordination). 

3. Shri N. Subrahmanyam, Special Secretary, Ministry of Industry. • 

■C & AG's Organization 

4. Shri A. K. Mukhetji, Additional Deputy C & A-G. 

5. Shri N. K. Bhattacharyya, Director of Commercial Audit. 

-Hindustan Steei 

6. Shri M. S. Rao, Chairman. 

7. Shri H. Bhaya, Secretary. 

8. Shri D. S. Nakra, FA. 

9. Dr. P. Prasad, Economic Adviser. 

10. Shri A. N. Banerji, General Manager, Rourkela Steel Plant. 

(Fertilizer Corporation of India 

11. Shri Satish Chandra, Chairman. 

12. Shri O. K. Ghosh, FA. 

13. Dr. S. K. Mukherjee, General Manager, Trombay Fertilizer Plant. 

14. Shri T. S. Subramanian, FA, Trombay Fertilizer Plant. 

15. Dr. H. A. Bhatta, Chief Engineer, Trombay Fertilizer Plant 

Jndian Oil Corporation 

16. Shri N. N. Kashyap, Managing Director, Refineries Division {now Chair- 
man), 

17. Shri B. N. Goyal, Accounts OflScer. 

18. Shri C. R. Dasgupta, Dy. GM, Gujarat Refinery. 

19. Shri Keshav Rao, COSP, Gujarat Refinery. 

20. Shri P. K. Biswas, CAO, Gujarat Refinery. 

21. Shri V. P. Bhatnagar, Personnel Officer, Gujarat Refinery. 

.Heavy Electricals 

22. Shri K. C. Lall, Chairman. 

23. Shri Sundrarajan, AFA. 

-Heavy Engineering Corporation 

24. Shri T. R. Gupta, Chairman. 

25. Shri A. C. Bhatla, FA. 

26. Shri M. Krishnamurthy, General Manager, Heavy Machine Building Plant. 

27. Shri I. N. Dhar, General Manager, Foundry Forge Plant. 

28. Shri A. K. Ghosh, Chief Project Officer, Heavy Machine Tools Plant. 
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National Coal Development Corporation 

29. Shri R. K. Ojha, Chief Accounts Officer. 

30. Shri S. P. Ghoshal, Controller of Purchases. 

31. Shri G. J. Rosario, Controller of Stores. 

Hindustan Aeroiiautics 

32. Air Marshal P. C. Lai, Managing Director. 

33. Shri V. G. Kamath, FA. 

Bharat Electronics 

34. Shri B. V. Baliga, Managing Director. 

35. Shri A. Rangaswamy, Financial Controller. 

Hindustan Machine Tools 

36. Shri S. M. Patil, Managing Director. 

37. Shri M. Nageswara Rao, Financial Controller. 

Gujarat State Fertilizer Co. 

38. Dr. C, B. Patel, Executive Director (Technical). 

39. Shri R. Narayanaswami, Executive Director (Finance). 

Gujarat Electricity Board 

40. Shri \^ Kurien, Chairman. 

41. Shri V. Subramanian, Accounts Member. 

42. Shri J. V. Vyas, Secretary. 

43. Shri S. L. Brahmachary, FA & CAO. 

Burmah-Shell Refineries 

44. Shri H. W. J. Nash, Managing Direaor. 


PERSONS WITH WHOM CHAIRMAN, STUDY TEAM, HAD 
DISCUSSIONS 

Planning Commission 

45. Shri Tarlok Singh, Member. 

46. Maj-Gen. Harkirat Singh, Adviser, Construction Division. 

47. Shri J. M. Kitchlu, Chief, Management Division; COPP. 

Fertilizers and Chemicals Travancore 

48. Shri M. K. K. Nayar, Managing Director. 

49h Shri T. C. Krishnan, Finance Manager. 

Kerala Government Undertakings 

50. Shri T. K. Chakunny, Managing Director. Travancore Cochin Chemicals-• 
Ltd. 

31. Shri C. L. Jacob, Chairman, Kerala State Transport Corporation. 

52. Shri Ranganathan, CAO, Kerala State Transport Corporation. 

53. Shri K. Chandu Nair, Chairman, Kerala State Electricity Board. 

54. Shri K. Govinda Pillai, Accounts Member, Kerala State Electricity Board. 

55. Shri A. M. Mani, Chief Engineer, Kerala State Electricity Board. 

56. !>hri K. B. Warricr, Chairman, Kerala Ceramics Ltd. 
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PERSONS FROM WHOM MEMORANDAINOTES WERE RECEIVED 
BY THE STUDY TEAM 

1. Shri H. Bhaya, Secretary, HSL. 

2. Shri M. A. Chidambaram. 

3. Shri P. K. Das, Director, Institute of Applied Manpower Research. 

4. Shri D. D. Diwan. 

5. Shri T. R. Gupta, Chairman, HEC. 

6. Shri R. S. Krishnan, Project Administrator, BHEL Unit, Tiruchy. 

7. Shri N. Krishnan, Chief Cost Accounts Officer, Ministry of Finance. 

8. Shri K. C. Lall, Chairman, HEL. 

9. Shri K. B. Mathur, Chairman, HMT and Triveni Structurals Ltd. 

10. Shri D. L. Mazumdar, Director, India International Centre. 

ir. Shri N. N. Mallya, Joint Secretary, Lok Sabha Secretariat. 

12. Shri M. M. Mehta, Director, Bureau of Public Enterprises. 

13. Shri D. S. Nakra, Financial Adviser, HSL. 

14. Dr. P. Prasad, Economic Adviser, HSL. 

15. Brig. K. Pemiatheur, Executive Director, National Productivity Council.. 

16. Shri M. S. Rao, Chairman, HSL. 

17. Shri K. B. Rao, Managing Director, National Industrial Development 

Corporation. 

rS. Shri K. Santhanam. 

19. Shri Harkirat Singh, Adviser, Construction Division, Planning Commission. 

20. Shri Subbaraman, Chairman, Neyveli Lignite Corporation. 

21. Shri J. R. D. Tata, Chairman, Air India. 

COPP (MANAGEMENT DIVISION), PLANNING COMMISSION 

1. Shri J. M. Kitchlu, Chief, Management Division. 

2. Shri Bharat B Shah, Management Analyst. 

3. Shri C.S. Parthasarthy, Mamigement Analyst. 

4. Shri P. S. Gupta, Management Analyst. 

5. Shri A. P. Saxena, Management Analyst. 

I.J.P.A. 

Dr. G. P. Keshava. 
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INSTITUTIONS/ASSOCIATIONS 

1. Institute of Secretaries, Bangalore. 

2 . Officers of Industrial Management Pool, Durgapur. 

3. Aduatial Society of India, Bombay. 

4. Institute of Management, Ahmedabad. 



ANNBXURE C 


/. LIST OP undertakings VISITED EY THE STUDY TEAM 


SI 

No. Name of Undertaking 

1. Hindustan Steel Ltd., RanchL 

2. Heavy Engineering Corporation, Ranchi. 

’ 3. National Coal ’Derelepment Cotporation Ltd., Ranchi. 

4. Gujarat Refinery, Koyali. 

5. Gujarat State Fertilizers Co. Ltd., Baioda. 

6. Gujarat Electricity Board, Baioda. 

7. Trombay Fertilizer Plant of F.C.I., Trombay. 

8. Burmah-Shell Refineries, Trombay. 

9. Hindustan Aeronautics Ltd., Bangalore. 

10. Bharat Electronics Ltd., Bangalore. 

11. Hindustan Machine Tools Ltd., Bangalore. 

II. LIST OF UNDERTAKINGS VISITED BY THE CHAIRMAN AND 
SECRETARY OP THE STUDY TEAM 

1. Fertilizers and Chemicals Travancore Ltd., Bmakulam. 

2. Travancore Cochin Chemicals Ltd., Etnakulam. 

3. Kerala State Electricity Board, Trivandrum.| 

4. Kerala^State Transport Corporation, Trivandrum.] 

5. Kerala^Ceramics Ltd., Kundara. ] 
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ANNEXURE D 


LIST OF MINISTRIES!departments FROM WHICH REPLIES TO 
THE QUESTIONNAIRE WERE RECE. VED 


SI. 

No. Name of Ministry/Depaxtment 

1. Ministry of Industry (now Industrial Development & Company Affairs) 

2. Ministry of Iron & Steel "I 

Know Steel, Mines & Metals). 

3. Ministry of Mines & Metals J 

4. Ministry of Petroleum & Chemicals (Department of Petroleum) 

5 Ministry of Defence."; 

6. Ministry of Finance (Department of Revenue & Insurance). 

7. Ministry of Commerce. 

X. Ministry of Food, Agriculture, Community Development & Cooperation 
9. Ministry of Irrigation & Power. 

10. Ministry of Works, Housing & Urban Development (now Works, Housing & 
Supply). 

It. Ministry of Labour, Employment & Rehabilitation (Department of Rehabili¬ 
tation). 

12. Ministry of Education. 

13. Ministry of Transport & Aviation (Department of Aviation) (now Ministry of 

Tourism & Civil Aviation). 

14. Depanraent of Communications. 

15. Department of Atomic Energy. 



ANNEXURE B 

LIST OF VNDERTAKINQS* FROM WHICH REPUBS TO THE QUESTION¬ 
NAIRE WERE RECEIVED 

SI. 

No. Name of Undertaking 

1. Bokaro Steel Ltd. 

2. Hindustan Steel.Ltd. 

3. Bharat Earth'Movers Ltd. 

4. Bharat Electronics Ltd. 

5. Hindustan Aeronautics^Ltd. 

6. Hindustan Shipyard^td. 

7. Mazagon Dock Ltd. 

8. Praga Tools Ltd. 

9. Bharat Heavy Electricals Ltd. 
to. Heavy Electricals (India) Ltd. 

11. Heavy Engineering Corporation Ltd. 

12. Hindustan Cables Ltd. 

13. Hindustan Machine Tools Ltd. 

14. Instrumentation Ltd. 

15. Mining & Allied Machinery Cotpcuation Ltd. 

16. National Coal Development Corporation Ltd. 

17. National Mineral Development Corporation Ltd. 

18. Neyveli Lignite Corporation Ltd.J 

19. Hindustan Teleprinters Ltd. 

20. Indian Telephone Industries Ltd. 

21. Hindustan Salts Ltd. 

22. National Newsprint & Paper Mills Ltd. 

23. Cochin Refineries Ltd. 

24. Fertilizer Corporation of India Ltd. 

25. Fertilizers & Chemicals Travanoore Ltd. 

26. Hindustan Insecticides Ltd. 

*Questionnaire was not sent to certain vixlRtakingB which were set up only rcoentty 
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SI. 

No.^ Name of Undertaking 


27. Hindustan Organic Chemicals Ltd. 

28. Indian Drugs & Pharmaceuticals Ltd. 

29. Indian Oil Corporation Ltd. (Refineries Division). 

30. Pyrites & Chemicals Development Company Ltd. 

31. Indian Rare Earths Ltd. 

32. Air India ^ 

33. Central Road Transport Corporation Ltd. 

34. Indian Airlines Corporation. 

35. Mogul Line Ltd. 

36. Minerals & Metals Trading Corporation of India Ltd. 

37. State Trading Corporation of India Ltd. 

38. Food Corporation of India. 

39. National Seeds Corporation Ltd. 

40. Cement Corporation of India Ltd. 

41. Hindustan Steel Works Construction Ltd. 

42. National Projects Construction Corporation Ltd. 

43. National Buildings Construction Corporation Ltd. 

44. Hindustan Housing Factory Ltd. 

45. National Research Development Corporation I.td. 

46. Central Warehousing Corporation. 

47. National Industrial Development Corporation Ltd. 

48. National Small Industries Corporation Ltd. 

49. Rehabilitation Industries Corporation Ltd. 

50. Engineers India Ltd. 

51. Oil & Natural Gas Commission. 

53. India Tourism Development Corporation Ltd. 

53. Ashoka Hotels Ltd. 

54. Janpath Hotels Ltd. 

55. Ejtport Credit & Guarantee Corporation Ltd. 

56. Lifii Insurance 4 !(np«e«tionj}f iIndia. 

57. Hindustan Antibiotics Ltd. 



ANKEXURfe F 

LIST OF ABBRLVidTJQNS USED 

^Public Undertakings 

BEL 

Blicmnififl T 4d, 

BEM 

Bharat Earth Movers Ltd- 

BHEL . 

Bharat Heavy Electricals Ltd. 

ECGC . 

Export Credit & Guarantee Corporation Ltd. 

FCI 

Fertilizer Corporation of India Ltd. 

FACT . 

» 

Fertilizers & Chemicals Travancore Ltd. 

hsl; . 

Hindustan Steel Ltd. 

HMT . 

Hindustan Matihioe TiOdU Ltd. 

HEC 

Heavy Engineering CorptWWtion Ltd. 

HEL . 

Heavy j(6}iya) Ltd. 

HAL 

Hindustan i^erangutMi LAI. 

IOC 

Indian Oil Corporation Ltd. 

IDPL . 

I9#tn £trpg 9 4t Ltu. 

lAC 

Indian Airlines Gntporntipn 

ITI 

Indian Telephone Industries Ltd. 

Lie 

Life Insurance Corporation of India 

MAMC . 

Mining & Allied Machinery Corporation Ltd. 

MMTC . 

Minerals & Metals Trading Corporation of India Ltd. 

NCDC . 

National Coal Development Corporation Ltd. 

NMDC . 

National Mineral Development Corporation Ltd. 

NBCC . 

National Buildings Cmistruction Corporation Ltd. 

NPCC . 

National Projects Construction Corporation Ltd. 

NSIC . 

National Small Industries Corporation Ltd. 

NIDC . 

National Industrial Development Corporation Ltd. 

ONGC . 

Oil & Natural Gas Conunission. 

STC . 

Stete Trading Corporation of India Ltd. 

Others 

Bineau . 

Bureau of Public Enterprises. 


*Only in respect of those undertakings for which abbreviations have been M f ffl . 
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34^ 


eopp . 

Committee on Plan Projects. 

G&AG . 

Comptroller & AuditoivGeneral. 

(a»M . 

. Critical Path Method. 

c.i.f. 

cost, insurance and freight. 

DPR 

. Detailed Project Report. 

DGTD . 

. Director-General of Technical Development. 

ENI 

Ente Nazionale Idrocarburi 

(the great Petroleum complex in Italy). 

FA 

. Financial Adviser. 

FA&CAO 

. Financial Adviser & Chief Accounts Officer. 

GM 

General Manager. 

IMP 

. Industrial Management Pool. 

IRI 

. Istituto per la Ricostruzione Industriale 

(Institute for Reconstruction of Industry, Italy). 

IDBI . 

. Industrial Develc^ment Bank of India. 

IIPA . 

. Indian Institute of Public Administration. 

IISCO . 

. Indian Iron & Steel Company Ltd. 

MD 

. Managing Director. 

PERT . 

. Progranunc Evaluation & Review Technique. 

TISCO . 

. Tata Iron & Steel Company Ltd. 
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Important : This is a report of 4 Study Team appointed by the 
Administrative Reforms Commission. The Report of the 
Commission on the same subject is a separate document. 




